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BANK HOLDING LEGISLATION 


WEDNESDAY, JUNE 10, 1953 


Unitep States SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
VW ashington, D.C. 


The committee met, pursuant to notice, at 10 a. m., in room 301, 
Senate Office Building, Senator Homer E. Capehart, chairman, pre- 
siding. 

Present: Senators Capehart, Bricker, Bennett, Bush, Payne, Gold- 
water, and Lehman. 

The Cuarrman. The committee will please come to order. The bills 
we are considering, S. 76 and S. 1118, will be inserted in the record 
for the information of the committee, together with a sectional analy- 
sis of each. 

(S. 76 and 8. 1118 and the sectional analyses follow :) 


[S. 76, 88d Cong., 1st sess.] 


A BILL To define bank holding companies, control their future expansion, and to require 
the divestment of nonbanking assets 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That this Act may be cited as the “Bank 
Holding Company Act of 1953.” 

Sec. 2 DEFINITIONS.—(a) “Bank holding company” means any corporation, 
business trust, partnership, association, or other similar organization which at 
any time after April 15, 1953, owns or controls, directly or indirectly, 50 per 
centum or more of the shares of an insured bank (as defined in section 12B (c) 
(8) of the Federal Reserve Act) or 50 per centum or more of the shares voted 
for the election of directors of an insured bank at the preceding election, or 
controls in any manner the election of a majority of the directors of an insured 
bank, or for the benefit of whose shareholders or members more than 50 per 
centum of the shares of an insured bank is held by trustees at any time after 
April 15, 1953; or a successor to any such organization. Notwithstanding the 
foregoing, the term “bank holding company” shall not include any mutual 
savings bank, the Federal Deposit Insurance Corporation, or any corporation 
all of the stock of which is owned by the United States, or any organization 
which does not own or control more than 5 per centum of the voting shares of 
more than two banks and is determined by the Board of Governors of the Federal 
Reserve System not to be engaged directly or indirectly as a business in manag- 
ing or controlling one or more banks; and no bank shall be a bank holding 
company by virtue of the ownership or control of shares in a fiduciary capacity, 
except where such shares are held for the benefit of all or a majority of the 
persons beneficially interested in such bank. 

(b) The term “successor” shall include any organization which acquires from 
a bank holding company stock of an insured bank, when and if the relationship 
between the organization and the bank holding company is such that the trans- 
action effects no substantial change in the control or beneficial ownership of such 
stock. The Board of Governors of the Federal Reserve System may, by regu- 
lation, further define the term “successor” to the extent necessary to prevent 
evasion of the purposes of this Act. 

Sec. 3. No bank holding company shall, while it owns or controls more than 
5 per centum of the shares of any insured bank, acquire any shares of any bank 
except with the approval of— 
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(1) the Board of Governors of the Federal Reserve System if the bank 
is a State member bank (other than a district bank) ; 

(2) the Comptroller of the Currency if the bank is a national or a district 
bank ; or 
(3) the Federal Deposit Insurance Corporation if the bank is a nonmember 

bank 
Before approving any application under this section, the Federal agency con- 
cerned shall consider any recommendations or views submitted by the bank 
supervisory authority of the State in which is located the State bank the stock 
of which a bank holding company seeks to acquire, such State authority to be 
given notice of the application and allowed thirty days in which to submit 
views and recommendations. 

Sec. 4. No bank holding company, while it owns or controls more than 5 per 
centum of the shares of any insured bank, shall acquire, or retain after five years 
from the effective date of this Act, (1) any shares or similar equity interest in 
any nonbanking corporations or organizations other than those engaged exclu 
sively in conducting a safe deposit or fiduciary business, or (2) any obligations 
ether than “investment securities” of the types and in the amounts which it could 
purchase or retain if it were a bank subject to the seventh paragraph of section 
5136 of the Revised Statutes; however, this section shall not apply to bank hold- 
ing companies which are banks of deposit (including trust companies which 
receive deposits) organized under the laws of a State or of the United States. 

Sec. 5. No bank holding company, while it owns or controls more than 5 per 
centum of the shares of any insured bank, shall, after five years from the effective 
date of this Act, engage in any business other than that of banking or managing 
or controlling banks. 


> 


Sec. 6. Sections 3, 4, and 5 shall not apply to good-faith transactions by banks 


or trust companies (a) in a fiduciary capacity, or (b) in the regular course of 
securing or collecting debts previously contracted. 
Si 7. The enactment by Congress of the Bank Holding Company Act of 1953 


shall not be construed as preventing any State, to an extent not inconsistent 
with this Act, from exercising the same power and jurisdiction which it now has 
with respect to banks, bank holding companies, and subsidiaries thereof. 

Sec. S. In the exercise of the discretion vested in them by this Act and other 
provisions of law with respect to approving or permitting expansion of multiple- 
office banking, the Board of Governors of the Federal Reserve System, the Comp- 
troller of the Currency, and the Federal Deposit Insurance Corporation shall take 
into consideration the factors specified in section 12B (g) of the Federal Reserve 
Act, and also the policy of Congress, hereby declared, in favor of local ownership 
and control of banks and competition in the field of banking. 

Sec. 9. Any corporation, business trust, partnership, association, or other 
similar organization which willfully violates any provision of this Act shall 
upon conviction be fined not more than $1,000 for each day during which the 
violation continues. Any individual who willfully participates in a violation 
of any provision of this Act shall upon conviction be fined not more than $10,000 
or imprisoned not more than one year, or both. 

Sec. 10. (a) Section 112 (b) of the Internal Revenue Code is amended by in- 
serting at the end thereof the following: 

“(11) DISTRIBUTIONS AND EXCHANGES PURSUANT TO BANK HOLDING COM- 
PANY ACT OF 1953. 

“(A) Distributions.—In the case of a distribution of property not 
permitted to be owned by a bank holding company under the provisions 
of sections 4 or 5 of the Bank Holding Company Act of 1953, held by a 
bank holding company on the date of enactment of such Act or there- 
after legally acquired pursuant to such Act, to a shareholder in such 
bank holding company as defined in such Act, without the surrender 
by such shareholder of stock or securities in such company, no gain 
to the distributee shall be recognized, except to the extent provided in 
section 118 (a) (23) (A). 

“(B) Exchanges.—No gain or loss shall be recognized if a bank hold- 
ing company transfers property not permitted to be owned by a bank, 
holding company under the provisions of sections 4 or 5 of such Act, toa 
corporation organized to receive such property solely in exchange for 
all of the stock of such transferee corporation and such stock is dis- 
tributed forthwith in a distribution subject to the provisions of 
subparagraph (A). 
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“(C) Application of Subparagraphs (A) and (B).—The provisions of 
subparagraphs (A) and (B) of this paragraph shall not apply unless 
the Board of Governors of the Federal Reserve System shall certify 
that such distribution or exchange was of property not permitted to be 
owned under the provisions of section 4 or 5 of the Bank Holding Com- 
pany Act of 1958 and was necessary or appropriate to effectuate the 
provisions of such Act. In such certifications, the Board of Governors 
of the Federal Reserve System shall specify and itemize the stock, secur- 
ities, or other property so distributed or exchanged.” 

(b) Section 113 (a) of the Internal Revenue Code is amended by inserting at 
the end thereof the following: 

“(23) PROPERTY ACQUIRED IN DISTRIBUTION PURSUANT TO BANK HOLDING 
COMPANY ACT OF 19535 

“(A) If stock or securities or other property are acquired in a dis- 
tribution subject to the provisions of section 112 (b) (11), then the 
basis in the case of the stock in respect of which the distribution was 
made shall be apportioned, under regulations prescribed by the Com- 
missioner with the approval of the Secretary, between such stock and 
the stock or securities or other property acquired in such distribution. 

“(B) If property is acquired by a corporation in a transfer from a 
bank holding company subject to the provisions of section 112 (b) (11) 
(B), then the basis of such property shall be the same as it would be 
in the hands of such bank holding company.” 

(c) Section 117 (h) (3) of the Internal Revenue Code is amended to read as 
follows: 

“(3) In determining the period for which the taxpayer has held stock or 
securities received upon a distribution where no gain was recognized to the 
distributee under the provisions of section 112 (b) (11) (A) or (B) of this 
chapter, or under the provisions of section 112 (g) of the Revenue Act of 
1928 (45 Stat. 818) or of the Revenue Act of 1982 (47 Stat. 197), or under 
the provisions of section 371 (c¢) of the Revenue Act of 1938 (52 Stat. 553) 
or of this chapter, there shall be included the period for which he held the 
stock or securities in the distributing corporation prior to the receipt of 
the stock or securities upon such distribution.” 


SECTIONAL ANALYSIS OF S, 76 


Section 1. Short title, “Bank Holding Company Act of 1953.” 

Section 2. Definitions.—(a) “Bank holding company” means any corporation, 
business trust, partnership, ete., which at any time after April 15, 1953, owns 
or controls, directly or indirectly, 50 percent or more of the shares of an insured 
bank or 50 percent of the shares voted for the election of the directors of an, 
insured bank, or controls in any manner the election of the majority of the 
directors of an insured bank, or for whose benefit the more than 50 percent of 
the stock is held by trustees. 

Term “bank holding company” shall not include any mutual savings bank, the 
FDIC, any corporation owned by the United States, or any organization that 
does not own or control more than 5 percent of the voting shares of more than 
two banks and is determined by the Federal Reserve Board not to be in business 
of managing or controlling one or more banks; no bank to be a holding company 
because of ownership of shares in a fiduciary capacity, except where shares are 
held for benefit of a majority of persons beneficially interested in such bank. 

(b) Term “successor” includes any organization ‘vhich acquires from a bank 
holding company stock from an insured bank, wher and if the relationship be- 
tween the organization and bank holding company is such that the transaction 
effects no substantial change in the control or beneficial ownership of such stock. 

Section 3. No bank holding company while it owns or controls more than 5 
percent of the shares of any insured bank may acquire any shares of any bank 
except with the approval of (1) the Board of Governors of the Federal Reserve 
System, if the bank is a State member bank; (2) the Comptroller of the Cur 
rency, if the bank is a national or district bank; or (3) the FDIC, if the bank 
is a nonmember bank. Before approving any such application, the appropriate 
Federal agency is to give consideration to views submitted by bank supervisory 
officials of the State in which is located the State bank being acquired, 30 days 
after notice shall be given for the submission of such views. 
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Section 4. No bank holding company while it owns or controls more than 5 
percent of the shares in an insured bank shall acquire or retain after 5 years 
from the effective date of this act (1) any shares or interest in a nonbanking 
corporation except safety deposit or fiduciary business; (2) any shares or 
obligations other than those provided for in the seventh paragraph of section 
5136 of the Revised Statutes 

Section 5. No bank holding company owning 5 percent of any insured bank 
shall, 5 years after date of this act, engage in any business other than that 
of banking or managing or controlling banks. 

Section 6. Sections 3, 4, and 5 shall not apply to transactions by banks or 
trust companies («#) in a fiduciary capacity, or (0b) in the regular course of 


securing or collecting debts previously contracted. 


Section 7. Enactment of this act shall not be construed as preventing any 
State. to an extent not inconsistent with the act, from exercising the same 
power and jurisdictic it now has ith respect to banks, bank holding com- 


panies and subsidiaries. 

Section 8. In exercising discretion invested in them in this act the Board 
of Governors of the Federal Reserve, the Comptroller of the Currency, and the 
FDIC shall take into consideration the factors specified in section 12B (g) 
of the Federal Reserve Act and also the policy of Congress, hereby declared, 
in favor of local ownership and control of banks and competition in the field 
of banking. 

Section 9. Violations—Corporations violating this act shall be subject to a 
fine of not more than $1,000 a day during which violation continues. Indi- 
viduals subject to fine of not more than $10,000 or imprisonment of not more 
than 1 year, or both. 

Section 10 (a). Amends section 112 (b) of the Internal Revenue Code to 
provide 

(A) Distributions—No gain to distribution shall be recognized in the case 
of receipt of property from a bank holding company ordered to divest itself 
from such property under provisions of sections 4 and 5 of this act. 

(B) Bechanges.—No gain or loss to be recognized if bank holding company 
transfers property it is not authorized to hold under sections 4 and 5 of this 
act to a corporation organized to receive such property and whose stock is not 
therein distributed to the shareholders of the bank holding company. 

(C) Paragraph A and B just above shall not apply unless Board of Governors 
of Federal Reserve certifies distribution was of property not permitted to be 
held under sections 4 and 5 of this act and was necessary to effectuate pro- 
vision of this act In such certifications the stocks, securities, or other property 
so distributed shall be specified and itemized. 

(b) Amends section 113 (a) of the Internal Revenue Code to provide the basis 
for property acquired subject to distribution pursuant to this act. 

(ce) Section 117 (h) (8) of the Internal Revenue Code is amended to provide 
that the terms that a person holds property acquired pursuant to distribution 
required by sections 4 and 5 of this act shall include the time held by the bank 
holding company prior to such distribution. 


[S. 1118, 83d Cong., 1st sess.] 


A BILL To provide for the control and regulation of bank holding companies, and for 
other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That this Act may be cited as the “Bank 


apr 


Holding Company Act of 1953”, 


DECLARATION OF POLICY 


Sec. 2. For the purposes of this Act a bank holding company and its subsidiary 
banks shall constitute a branch banking system. 


DEFINITIONS 


Sec. 3. (a) “Bank holding company” means (1) any company which now or 
hereafter directly or indirectly owns, controls, or holds with power to vote, 
25 percentum or more of the voting shares of each of two or more banks or of a 
company which is or becomes a bank holding company by virtue of this Act; 
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and (2) any company which the Board determines, after notice and opportunity 
for hearing, directly or indirectly (either alone or pursuant to an arrangement 
or understanding with one or more other persons) a controlling influence over 
the management or policies of two or more banks, 

Notwithstanding the foregoing, the term “bank holding company” shall not 
include any mutual savings bank or any corporation all of the stock of which 
is owned by the United States and no bank shall be a bank holding company 
by virtue of the ownership or control of shares in a fiduciary capacity, except 
where such shares are held for the benefit of all or a majority of the persons 
beneficially interested in such bank. 

Nor shall any corporation or community chest, fund, or foundation, organized 
and operated exclusively for religious, charitable, scientific, literary, or educa- 
tional purposes, no part of the net earnings of which inures to the benefit of any 
private shareholder or individual, and no substantial part of the activities of 
which is carrying on propaganda, or otherwise attempting to influence legislation, 
be classed as or held to be a bank holding company by reason of the ownership 
of the stock of any bank as of the effective date of this Act. 

(b) “Subsidiary,” with respect to a specified bank holding company, means 
(1) any company 25 per centum or more of whose outstanding voting shares 
(excluding shares owned by the United States or by any company wholly owned 
by the United States) is owned or controlled by such bank holding company; or 
(2) any company the management and policies of which the Board determines, 
after notice and opportunity for hearing, are in fact subject to a controlling 
influence by such bank holding company (either alone or pursuant to an agree- 
ment or understanding with one or more other persons). 

(c) “Company” means any bank, corporation, partnership, joint-stock com- 
pany, business trust, voting trust, association, or any similar organized group of 
persons, whether incorporated or not, excluding, however, any such company 
which is owned by the United States, 

(d) “Bank” means any national bank or any State bank, savings bank, or 
trust company, but shall not include any organization operating under section 25 
or 25 (a) of the Federal Reserve Act, or any organization which does not do 
business within the United States. “State member bank” means any State bank 
which is a member of the Federal Reserve System. “District bank” means any 
State bank organized or operating under the Code of Law for the District of 
Columbia. 

(e) “Board” means the Board of Governors of the Federal Reserve System. 


REGISTRATION, REPORTS, AND EXAMINATION 


Sec. 4. (a) Within ninety days after the effective date of this Act, or within 
ninety days after becoming a bank holding company, whichever is later, each 
bank holding company shall register with the Board on forms prescribed by the 
Board, which shall include such information with respect to the financial condi- 
tion and operations, management, and intercompany relationships of the bank 
holding company and its subsidiaries, and related matters, as the Board may 
deem necessary or appropriate to carry out the purposes of this Act. 

(b) The Board is authorized to issue such regulations and orders as may be 
necessary to enable it to administer and carry out the purposes of this Act and 
prevent evasions thereof. 

(c) The Board from time to time may require reports under oath to keep it 
informed as to whether the provisions of this Act and such regulations and orders 
issued thereunder have been complied with; and to ascertain the condition of 
each bank holding company and each subsidiary thereof. The Board shall, as 
far as possible, use the reports of examinations made by the Comptroller of the 
Currency, the Federal Deposit Insurance Corporation, or the appropriate State 
bank supervisory authority for the purposes of this section. 


ACQUISITION OF BANK SHARES OR BANK ASSETS 


Sec. 5. (a) It shall be unlawful except with the prior approval of the Board 
(1) for any action to be taken which results in a company becoming a bank 
holding company under section 8 (a) (1) of this Act; (2) for any bank holding 
company to acquire, directly or indirectly, any voting shares of a bank; or (3) 
for any bank holding company or subsidiary thereof other than a bank to acquire 
all or substantially all of the assets of a bank. 
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(b) It shall be unlawful for any bank which is a bank holding company or 
any bank which is a subsidiary of a bank holding company to acquire all or 
substantially all of the assets of any bank except with the prior approval of 
the (1) Comptroller of the Currency if the acquiring bank is a national bank 
or a District bank, (2) the appropriate State supervisory authority if the acquir- 
ing bank is an insured nonmember State bank, or (8) the Board in the case of 
all other acquiring banks. 

(c) Before approving any application under this section, the Federal agency 
concerned shall give notice to, and allow thirty days within which views and 
recommendations may be submitted by, the Comptroller of the Currency if the 
applicant company or any bank affected by the application is a national bank 
or a District bank; or to the appropriate supervisory authority of the State 
in which applicant company or any bank affected by the application is a State 
bank. If the authority so notified by the Federal Agency concerned files its 
written disapproval of the application within said thirty days’ period the appli- 
cation shall not be granted. 

d) Notwithstanding any other provision of this section, no application shall 
be approved under this section which will permit (1) any bank holding company 
or any subsidiary thereof to acquire, directly or indirectly, any voting shares 
of. interest in, or all or substantially all of the assets of any bank located outside 

f the State in which such bank holding company or subsidiary thereof main- 
tains its principal office and place of business or in which it conducts its 
principal operations; (2) any bank holding company or subsidiary thereof to 
acquire, directly or indirectly, any voting shares of or interest in or all or 
substantially all of the assets of any additional bank except in conformity with 
the laws governing branches of banks in such State. 


INTERESTS IN NONBANKING ORGANIZATIONS 


Sec. 6. (a) Except as otherwise provided in this Act, it shall be unlawful 
for any bank holding company, after two years from the effective date hereof, 
to own any shares or other securities or obligations of any company other than 
9 bank or to engage in any business other than that of banking. The Board 
is authorized, upon application by a bank holding company, to extend this period 
from time to time as to such company for not more than one year at a time 
if, in its judgment, such au extension would not be detrimental to the publie 
interest. However, nothing herein provided shall be construed to authorize the 
Board to extend any such period beyond a date five years after the enactment 
hereof or five years after a company becomes a bank holding company as provided 
in section 2, whichever is later. 

(b) The prohibitions in this section shall not apply— 

(1) to shares or other securities or obligations owned or acquired by a 
bank holding company in any company engaged solely in holding or operating 
properties used wholly or in part by any subsidiary that is a bank in its 
operations or acquired for such future use or engaged solely in conducting 
a safe deposit business, or solely in the business of liquidating assets ac- 
quired from such bank holding company and its subsidiaries; 

rations acquired by a bank holding com- 
pany which is a bank, or its banking subsidiary, in satisfaction of a debt pre- 
viously contracted in good faith, but such bank holding company or its sub- 
sidiary shall dispose of such shares, securities or obligations within a period 
of two years from the date on which they were acquired or from the effective 
date of this Act, whichever is later; 

(3) to share, securities, or obligations acquired by a bank holding com- 
pany from any of its subsidiaries, which subsidiary has been requested to dis- 
pose of such voting shares, securities, or obligations by any Federal or State 
authority having statutory power to examine such subsidiary, but such bank 
holding company or its subsidiary shall dispose of such shares, securities, or 
obligations within a period of two years from the date on which they were 
acquired or from the effective date of this Act, whichever is later: 

(4) to shares or other securities or obligations which are held or acquired 
by a bank, which is a bank holding company, in a fiduciary capacity or which 
are of the kinds and amounts eligible for investment by national banks 
under the provisions of section 5136 of the Revised Statutes: 

(5) to a nonmember State bank which is a bank holding company if the 
effect of applying such prohibitions is to prevent such bank from owning 
any shares or investment which such bank is permitted to own under the 
laws of the State in which such bank is operating: or 


(2) to shares, securities, or oblis 
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(6) to the ownership by a bank holding company or shares or other securi- 
ties or obligations of an investment company which is not a bank holding 
company and which is not engaged in any business other than investing in 
securities: Provided, That if the Board, after notice and opportunity for 
hearing, determines that the ownership or control of such shares, securities 
or obligations of any such investment company is resulting in the violation or 
evasion of any of the purposes or provisions of this Act, it may by order 
require such bank holding company to dispose of all or any part thereof 
forthwith. 


BORRCWING BY BANK HOLDING COMPANY OR ITS SUBSIDIARIES 


Sec. 7. From and after the effective date of this Act, it shall be unlawful for 
a bank 

(a) to invest any of its funds in the capital stock, bonds, debentures, or 
other obligations of a bank holding company of which it is a subsidiary or a 
subsidiary of such bank holding company ; 

(b) to accept the capital stock, bonds, debentures, or other obligations of 
a bank holding company of which it is a subsidiary or a subsidiary of such 
bank holding company, as collateral security for advances made to any per- 
son or company: Provided, however, That any bank may accept such capital 
stock, bonds, debentures, or other obligations as a security for debts pre 
viously contracted but such collateral shall not be held for a period of over 
two years; 

(c) to purchase securities, other assets or obligations under repurchase 
agreement from a bank holding company of which it is a subsidiary or a 
subsidiary of such bank holding company ; and 

(d) to make any loan or extension of credit to a bank holding company 
of which it is a subsidiary or to a subsidiary of such bank holding company. 

Non-interest-bearing deposits to the credit of a bank shall not be deemed to 
be a loan or advance to the bank of deposit, nor shall the giving of immediate 
credit to a bank upon uncollected items received in the ordinary course of busi- 
ness be deemed to be a loan or advance to the depositing bank, 

The provisions of this section shall not apply (1) to the capital stock, bonds, 
debentures, or other obligations of any company described in section 6 (b) (1) of 
this Act, or (2) any company whose subsidiary status has arisen out of a bona 
lide debt to the bank contracted prior to the date of the creation of such status, 
or (8) any company whose subsidiary status exists by reason of the ownership or 
control of voting shares thereof by the bank as executor, administrator, trustee, 
receiver, agent, or depositary, or in any other fiduciary capacity, except where 
such shares are held for the benefit of all or a majority of the stockholders of such 
bank. 

RESERVATION OF RIGHTS TO STATES 


Sec. 8. The enactment by Congress of the “Bank Holding Company Act of 
1953” shall not be construed as preventing any State from exercising such powers 
and jurisdiction which it now has or may hereafter have with respect to banks, 
bank holding companies, and subsidiaries thereof. 





HEARINGS AND REVIEW 


Sec. 9. Any shareholder, bank, holding company affiliate, company, individual, 
or group directly interested in any trarmsaction or proposal for which approval is 
required pursuant to the provisions of this Act shall have the right to make appli- 
cation therefor to the appropriate agency having authority to grant or deny such 
approval pursuant to this Act. If the agency to which any such application is 
made shall disapprove the same, it shall be the duty of such agency promptly to 
notify the applicant or applicants, stating the facts which in the judgment of the 
agency warrant the adverse finding with respect to any factor or factors Any 
person as defined by section 2 (b) of the Administrative Procedure Act directly 
affected by any order, rule, regulation, or determination made, or other action 
taken by such agency, or affected by any failure to take action on an application 
to any such agency under this Act shall have the right, pursuant to the provisions 
of the Administrative Procedure Act, to a judicial review of any such order, ruie, 
regulation, adjudication, determination, or other action or nonaction of such 
ageney by which such person is adversely affected or aggrieved or has suffered 
legal wrong. Upon such review the action or nonaction which is the subject 
thereof shall not be considered to be action committed to agency discretion within 
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section 10 of the Admiinstrative Procedure Act (Act of June 11, 1946, ch. 324, 
sec. 10, 60 Stat. 243: title 5, sec. 1009 U. S. C. A.). The facts shall be subject 
to trial de novo in an appropriate court proceeding, and the action or nonaction 
of the agency shall be subject to review and may be corrected by the court if 
the same is shown to be discriminatory, unwarranted by the facts, based on 
consideration inconsistent with the policies of this Act, or otherwise unlawful 
within subsection (e) of section 10 of the said Administrative Procedure Act. 


PENALTIES 


Sec. 10. Any company which willfully violates any provision of this Act, or 
any regulation or order issued by the Board pursuant thereto, shall upon con- 
viction be fined not more than $1,000 for each day during which the violation 
continues. Any individual who willfully participates in a violation of any pro- 
vision of this Act shall upon conviction be fined not more than $10,000 or im- 
prisoned not more than one year, or both. Every officer, director, agent, and 
employee of a bank holding company shall be subject to the same penalties for 
false entries in any book, report, or statement of such bank holding company 
as are applicable to officers, directors, agents, and employees of member banks 
for false entries in any books, reports, or statements of member banks under 
section 1005 of title 18, United States Code. 


TECHNICAL AMENDMENTS 


Sec. 11. (a) The last sentence of the sixteenth paragraph of section 4 of the 
Federal Reserve Act, as amended, is amended by striking out all of the language 
therein which follows the colon and by inserting in lieu thereof the following: 
“Provided, That whenever any member banks within the same Federal Reserve 
district are subsidiaries of the same bank holding company within the meaning 
of the Bank Holding Company Act of 1953, participation in any such nomination 
or election by such member banks, including such bank holding company if it is 
also a member bank, shall be confined to one of such banks, which may be desig- 
nated for the purpose by such holding company.” 

(b) (1) The eighteenth paragraph of section 9 of the Federal Reserve Act is 
amended by striking out the last sentence of such paragraph, 

(2) The twenty-first paragraph of section 9 of the Federal Reserve Act is 
repealed. 

(c) Subsection (c) of section 2 of the Banking Act of 1933, as amended, is 
repealed. 

(d) Section 5144 of the Revised Statutes, as amended, is amended to read as 
follows: 

“Sec, 5144. In all elections of directors, each shareholder shall have the right 
to vote the number of shares owned by him for as many persons as there are 
directors to be elected, or to cumulate such shares and give one candidate as 
many votes as the number of directors multiplied by the number of his shares 
shall equal, or to distribute them on the same principle among as many candidates 
as he shall think fit; and in deciding all other questions at meetings of share- 
holders, each shareholder shall be entitled to one vote on each share of stock 
held by him; except that (1) this shall not be construed as limiting the voting 
rights of holders of preferred stock under the terms and provisions of articles of 
association, or amendments thereto, adopted pursuant to the provisions of section 
3802 (a) of the Emergency Banking and Bank Conservation Act, approved March 
9, 1933, as amended; (2) in the election of directors, shares of its own stock 
held by a national bank as sole trustee, whether registered in its own name as 
such trustee or in the name of its nominee, shall not be voted by the registered 
owner unless under the terms of the trust the manner in which such shares shall 
be voted may be determined by a donor or beneficiary of the trust and unless 
such donor or beneficiary actually directs how such shares shall be voted; and 
(3) shares of its own stock held by a national bank and one or more persons 
as trustees may be voted by such other person or persons, as trustees, in the same 
manner as if he or they were the sole trustee. Shareholders may vote by proxies 
duly authorized in writing; but no officer, clerk, teller, or bookkeeper of such 
bank shall act as proxy; and no shareholder whose liability is past due and 
unpaid shall be allowed to vote. Whenever shares of stock cannot be voted by 
reason of being held by the bank as sole trustee, such shares shall be excluded in 
determining whether matters voted upon by the shareholders were adopted by 
the requisite percentage of shares.” 
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(e) The second paragraph of section 5211 of the Revised Statutes is amended 
by striking out the second sentence of such paragraph. 

(f) Section 112 (b) of the Internal Revenue Code is amended by adding at 
the end thereof the following: 

“(12) DISTRIBUTIONS AND EXCHANGES PURSUANT TO BANK HOLDING COM- 
PANY ACT OF 1953.— 

“(A) Distribution —In the case of a distribution of property not per- 
mitted to be owned by a bank holding company under the provisions of 
section 4 of the Bank Holding Company Act of 1953, held by a bank 
holding company on the date of enactment of such Act or thereafter 
legally acquired pursuant to such Act, made pursuant to an order of 
the Board of Governors of the Federal Reserve System authorizing, 
approving or directing such distribution as effectuating the policy of 
the Bank Holding Company Act of 1953, to a shareholder in such bank 
holding company as defined in such Act, without the surender by such 
shareholder of stock or securities in such company, no gain or loss to 
the distributor or distributee shall be recognized. 

(B) Exchanges.—No gain or loss to the distributor or distributee 
shall be recognized if a bank holding company, pursuant to an order of 
the Board of Governors of the Federal Reserve System authorizing, 
approving or directing such exchange as effectuating the policy of the 
Bank Holding Company Act of 1953, transfers property not permitted 
to be owned by a bank holding company under the provisions of section 
4 of such Act, to a corporation organized to receive such property 
solely in exchange for all of the stock of such transferee corporation 
and such stock is distributed forthwith in a distribution subject to the 
provisions of subparagraph (A). 

“(C) Application of subparagraphs (A) and (B).—The provisions 
of subparagraphs (A) and (B) of this paragraph shall not apply unless 
the Board of Governors of the Federal Reserve System shall certify 
that such distribution or exchange was of property not permitted to be 
owned under the provisions of section 4 of the Bank Holding Company 
Act of 1953 and was necessary or appropriate to effectuate the pro- 
visions of such Act. In such certification, the Board of Governors of 
the Federal Reserve System shall specify and itemize the stock, secu- 
rities, or other property so distributed or exchanged.” 

(zg) Section 118 (a) of the Internal Revenue Code is amended by adding at the 
end thereof the following: 

(24) PROPERTY ACQUIRED IN DISTRIBUTION PURSUANT TO BANK HOLDING 
COMPANY ACT OF 1953.— 

“(A) If property other than stock or securities is acquired in a distribution 
subject to the provisions of section 112 (b) (12), then the basis of such prop- 
erty shall be the same as it would be in the hands of the company distributing 
such property ; and an amount equal to the adjusted basis which such prop- 
erty had in the hands of such distributing company at the time of such dis- 
tribution shall be applied against and reduce the adjusted basis of the stock 

? ; in respect of which the distribution was made; and when, in a distribution 
subject to the provisions of section 112 (b) (12) (A), or upon receipt in 
an exchange subject to the provisions of section 112 (b) (12) (B), any prop- 
erty is acquired by a distributee of such company, then the basis of any such 
E property shall be apportioned in the manner provided in subparagraph (B) 
of this paragraph (24).” 

“(B) If stock or securities is acquired in a distribution subject to the 
provisions of section 112 (b) (12), then the basis in the case of the 
stock in respect of which the distribution was made shall be apportioned, 
under regulations prescribed by the Secretary, between such stock and 
the stock or securities acquired in such distribution. 

“(C) Where stock or securities and property other than stock or secu- 
rities are acquired in a distribution subject to the provisions of section 
112 (b) (12), subparagraph (A) of this paragraph shall be applied 
before subparagraph (B). 

“(D) If stock is acquired by a bank holding company in an exchange 
subject to the provisions of section 112 (b) (12) (B), then the basis 
of such stock shall be the same as in the case of the property exchanged ; 
and when, in a distribution subject to the provisions of section 112 (b) 
(12) (A), such stock is acquired by a distributee of such company, then 
the basis of any such property shall be apportioned in the manner 
provided in subparagraph (B) of this paragraph (24).” 
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“(E) If property is acquired by a corporation in a transfer from a 
bank holding company subject to the provisions of section 112 (b) (12) 
(B), then the basis of such property shall be the same as it would be 
in the hands of such bank holding company.” 

(h) (1) Paragraph 4 of subsection (c) of section 3 of the Investment Company 
Act of 1940 is amended to read as follows: 

“(4) Any bank holding company which is registered with the Board of Gov- 
ernors of the Federal Reserve System pursuant to the Bank Holding Company 
Act of 1953, or any banking subsidiary or any other subsidiary thereof which 
is exempt from section 4 by reason of the provisions of subsection (b) thereof 
as defined in said Act.” 

(2) Paragraph (11) of subsection (a) of section 202 of the Investment Ad- 
visers Act of 1940 is amended by changing the words “or any holding company 
affiliate, as defined in the Banking Act of 1933” to read “or any bank holding 
company, as defined in the Bank Holding Company Act of 1953, or any banking 
subsidiary or any other subsidiary thereof which is exempt from section 4 by 
reason of the provisions of subsection (b) thereof as defined in said Act”. 

(i) Subsection (b) of section 2 of the Banking Act of 1933, as amended, is 
amended by adding the following paragraphs: 

“(4) which owns or controls, directly or indirectly, either a majority of 
the shares of capital stock of a member bank or more than 50 per centum 
of the number of shares voted for the election of directors of any one bank 
at the preceding election, or controls in any manner the election of a ma- 
jority of the directors of any one bank: or 

“(5) for the benefit of whose shareholders or members all or substan- 
tially all of the capital stock of a member bank is held by trustees.” 


SEPARABILITY OF PROVISIONS 


Sec. 12.1f any provision of this Act, or the application of such provision to 
any person or circumstances, shall be held invalid, the remainder of the Act, 
and the application of such provision to persons or circumstances other than 
those to which it is held invalid, shall not be affected thereby. 


SECTIONAL ANALYSIS OF 8S. 1118 
Section 1. Short title—*Bank Holding Company Act of 1953.” 


DECLARATION OF POLICY 


Section 2. States that for the purposes of this act a bank holding company and 
its subsidiary banks shall constitute a branch banking system. 


DEFINITIONS 


Section 3. (a) “Bank holding company” means: (1) Any company which 
holds directly or indirectly 25 percent or more of the voting shares of each of two 
or more banks or a company which is a holding company by virtue of this act; 
(2) any company which the Board determines, after hearings, directly or indi- 
rectly exercises a controlling interest over the management or policies of two 
or more banks. 

Definition of bank holding company not to include mutual savings banks, cor- 
poration, stock of which is owned by United States Government, and banks which 
hold ownership or control of shares in a fiduciary capacity. 

No corporation, community chest, fund, or foundation, ete., organized for 
eleemosynary purposes shall be classified as a bank holding company by virtue of 
ownership of bank stock if no part of the earnings or other benefits inure to the 
interest of private shareholders or individuals. 

(b) “Subsidiary” with respect to bank holding company means (1) any com- 
pany of which 25 percent or more of its outstanding shares (excluding shares 
owned by United States) are owned or controlled by such bank holding company, 
or (2) any company which the Board determines, after hearings, are in fact 
subject to a controlling influence by such bank holding company. 

(c) “Company” means any bank, corporation, partnership, joint stock com- 
pany, business trust, voting trusts, association, or any similar organized group of 
persons, whether incorporated or not. 


OKC EY 


PRR 
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(d) “Bank” means any national bank, State bank, savings bank or trust 
comapny, but does not include any organization operating under section 25 or 25 
(a) of the Federal Reserve Act (this concerns foreign branches of United States 
banks and banking corporations authorized to do foreign banking business and 
international banking business) or any organization which does not do business 
within the United States. 

(e) “Board” means the Board of Governors of the Federal Reserve System. 


REGISTRATION, REPORTS AND EXAMINATION 


Sec. 4. (a) Within 90 days after effective date of this act or within 90 days 
after becoming a bank holding company, each bank holding company shall regis- 
ter with Board. Information to include financial condition and operations, 
management and intercompany relationships of the bank holding company and 
its subsidiaries, and other information as the Board may deem necessary. 

(b) Board is authorized to issue rules and orders necessary to administer act. 

(c) Board may require reports under oath to determine if provisions of the 
act and rules and regulations issued thereunder have complied with, and to 
ascertain the conditions of each bank holding company and each subsidiary. The 
Board to use reports of the Comptroller of the Currency, FDIC, or appropriate 
State bank supervisory authorities for the purpose of this section whenever 
possible. 

ACQUISITION OF BANK SHARES OR BANK ASSETS 


Sec. 5. (a) It shall be unlawful except with the prior approval of the Board 
(1) for any action to be taken which results in a company becoming a bank 
holding company under section 3 (a) (1) of this act; (2) for any bank holding 
company to acquire directly or indirectly any voting shares of a bank; or (38) 
for any bank holding company or subsidiary thereof other than a bank to acquire 
all or substantially all of the assets of a bank. 

(b) It shall be unlawful for any bank that is a bank holding company or a 
subsidiary of a bank holding company to acquire all or substantially all of the 
assets of any bank except with the prior approval of (1) the Comptroller of the 
Currency, if the acquiring bank is a national or a district bank; (2) the appropri- 
ate State authority, if the acquiring bank is an insured nonmember State bank; 
or (3) the Board, in the case of all other acquiring banks. 

(c) Before approving any application under this section the Federal agency 
concerned shall give notice and allow 30 days for submission of views and 
recommendations by the Comptroller of the Currency in the case of a national 
bank, or supervisory authority of the State if a State bank is involved. If the 
authority so notified by the Federal agency concerned files its written disapproval 
of an application within said 30 days, the application shall not be granted. 

(d) No application shall be approved which will permit (1) any bank hold- 
ing company or subsidiary to acquire directly or indirectly any voting shares of, 
interest in, or all or substantially all of the assets of any bank located outside 
the State in which said bank holding company or subsidiary maintains its prin- 
cipal office or in which it conducts its principal operaton; (2) any bank holding 
company or subsidiary thereof to acquire any voting shares of, interest in, or 
all or substantially all of the assets of any additional bank except in conformity 
with the laws governing branches of banks in such State. 


INTERESTS IN NONBANKING ORGANIZATIONS 


Section 6. (a) Bank holding companies, within 2 years of effective date of 
this act, must dispose of any interest in any company other than a bank, and 
engaging in any business other than that of banking shall be illegal. The Board 
may extend this period, upon application, for not more than 1 year at a time if it 
judges such an extension not detrimental to the people’s interest. The maximum 
extension shall not be more than 5 years after enactment of this act, or 5 years 
after a company becomes a holding company. 

(b) Prohibitions in this section shall not apply- 

(1) to shares or securities owned by a bank holding company in any 
company engaged solely in holding or operating properties used by it or 
a subsidiary in conducting its banking operations, or a company solely en 
gaged in conducting a safety deposit business, or solely in the business of 
liquidating assets acquired fromr such bank holding company or ‘its sub- 
sidiary ; 
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(2) to shares, securities, or obligations acquired by a bank holding com- 
pany in satisfaction of a debt previously contracted in good faith, but such 
securities or obligations shall be disposed of within a period of 2 years from 
the date on which they were acquired ; 

(3) to shares, securities, or obligations acquired from a subsidiary which 
has been required to dispose of such shares, securities, or obligations by any 
Federal or State authority but such shares, securities, or obligations shall 
be disposed of in a period of 2 years; 

(4) to shares, securities, or obligations which are held by a bank hold- 
ing company in a fiduciary capacity or are of the kinds and amounts eligible 
for investment by national banks under the provisions of section 5136 of the 
Revised Statutes ; 

(5) to a nonmember State bank which is a bank-holding company if the 
effect of applying such a prohibition shall prohibit it from owning shares 
and investments which such bank is permitted to own under the laws of the 
State in which such bank is operated ; 

(6) to the ownership by a bank-holding company of shares or securities 
in an investment company which is engaged in no other business than invest- 
ing in securities. The Board may, after a hearing, determine that the 
ownership of such shares or securities in an investment company is resulting 
in a violation or evasion of the purposes or provisions of this act and may 
require such bank-holding company to dispose of all or any part thereof 
forthwith. 


BORROWING BY BANK-HOLDING COMPANY OR ITS SUSIDIARIES 


Section 7. It shall be unlawful for a bank— 

(a) to invest any of its funds in the capital stock, bonds, or debentures 
of a bank-holding company of which it is a subsidiary or in a subsidiary of 
such bank-holding company ; 

(b) to accept the capital stock, bonds, debentures, or other obligations of 
a bank-holding company of which it is a subsidiary as collateral security 
for advances made to any person or company. Such capital stock, bonds, 
or debentures may be accepted for debts previously contracted but such col- 
lateral shall not be held for a period of more than 2 years; 

(c) to purchase securities, other assets or obligations under repurchase 
agreement from a bank-holding company of which it is a subsidiary ; 

(d) to make any loan or extension of credit to a bank-holding company 
of which it is a subsidiary. 

Deposits may be made by a subsidiary in bank-holding company and the giving 
of immediate credit to a bank upon uncollected items received in the ordinary 
course of business shall not be deemed a loan or advance to the depositing 
bank. 

Provisions of this section shall not apply (1) to capital stock, etc., of any com- 
pany described in section 6 (b) (1); or (2) any company whose subsidiary status 
has arisen out of a bona fide debt to the bank contracted prior to the date of the 
creation of such status; or (3) any company which is a subsidiary of the bank 
by reason of a fiduciary relationship except where such shares are held for the 
benefit of all or the majority of stockholders of such bank. 


RESERVATION OF RIGHTS TO STATES 


Section 8. Enactment of this Act shall not prevent any State from exercising 
such powers and jurisdiction as it now has, or may hereafter have with respect 
to banks, bank holding companies, or subsidiaries. 


HEARINGS AND REVIEW 


Section 9. Any interested party in any transaction upon which approval is 
required pursuant to provisions of this act has the right to make application to 
the appropriate agencies having authority to grant or deny such approval. If 
disapproved, the agency shall promptly notify the applicant stating the facts 
which in the judgment of the agency warrant the adverse finding. Any person, 
as defined by section 2 (b) of the Administrative Procedures Act, directly af- 
fected by any rule, order, regulation, or determination made by an agency shall 
have the right, pursuant to the provisions of the Aministrative Procedures Act, 
to a judicial review. Upon such review the action or nonaction which is the sub- 
ject thereof shall not be considered committed to agency discretion within section 
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10 of the Administrative Procedures Act. The facts shall be subject to trial 
de novo. 


PENALTIES 


Section 10. Willful violation by a company of provisions of this act subjects 
such company to fine of $1,000 for each day during which the violation continues. 
Willful violation by an individual subjects individual to fine of not more than 
$10,000 or imprisonment of not more than 1 year, or both. Officers, directors, 
agents, and employees of a bank holding company shall be punished for false 
entry in books, reports, or statements as provided under section 1005 of title 18 
U. 8. C. 

TECHNICAL AMENDMENTS 


Section 11. (a) Section 4 of the Federal Reserve Act, as amended, is amended 
so as to provide that only one bank of a bank-holding group in a Federal Reserve 
district may vote for nomination or election of directors of the Federal Reserve 
Bank in that district. 

(b) and (c) Technical amendments to Federal Reserve Act required by this 
bill. 

(d) Amends section 5155 of the Revised Statutes. This statute provides the 
manner in which stock may be voted by shareholders in election of directors. 

(e) Amends paragraph 2 of section 5211 of the Revised Statutes by striking out 
second sentence. 

(f) Section 112 (b) of the Internal Revenue Code is amended by providing 
that— 

(A) Distribution —In the case of distribution of property of a bank hold 
ing company under provisions of section 4 of the Bank Holding Company 
Act of 1953, made pursuant to an order of the Board of Governors of the 
Federal Reserve System, to a shareholder no gain or loss to the distributor 
or distributee shall be recognized. 

(B) Eachanges.—Transfer of property, pursuant to an order of the 
Board of Governors of the Federal Reserve System, by a bank holding 
company to a corporation organized to receive such property and whose 
stock in return is distributed to the stockholders of the bank holding com- 
pany shall not be construed as any gain or loss. 

(C) In subparagraphs (A) and (B) immediately above the property sub- 
ject to distribution or exchange must be certified by the Board of Governors 
of the Federal Reserve System and such certification shall state that such 
property Was not permitted to be owned under section 4 of the Bank Holding 
Company Act of 1953. 

(g) Amends section 113 (a) of the Internal Revenue Code concerning the tax 
basis of property received in distribution pursuant to section 4 of this act. 

(h) Amends paragraph 4 of subsection (c) of section 3 of the Investment Com 
pany Act of 1940. 

(i) Amends subsection (b) of section 2 of the Banking Act of 1933 so as to 
confirm that definition of a bank holding company to the definition contained in 
this act. 

SEPARABILITY OF PROVISIONS 

Section 12 provides usual separability provisions in the event of the uncon- 
stitutionality of any provisions. 

The Cuatrman. Our first witness will be Mr. Martin, Chairman of 
the Board of Governors of the Federal Reserve System. 

Mr. Martin, you have, I believe, a prepared statement. You may 
proceed in your own way, reading the statement or talking from the 
statement, or we will place the statement in the record. Whatever 
your pleasure is. 

Mr. Marttn. I would like to read the statement, and if it is agree- 
able with you, I would like to have Governor Robertson with me, who 
has worked very closely with this matter. 

The CuarrmMan. We are delighted to have both of you and you may 
proceed in your own way. 


$4987—53—pt. 1—_—-2 
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STATEMENTS OF WILLIAM McCHESNEY MARTIN, CHAIRMAN, 


AND J. L. ROBERTSON, MEMBER, BOARD OF GOVERNORS, FED- 
ERAL RESERVE SYSTEM 


Mr. Martin. Mr. Chairman and members of the committee, numer- 
ous and widely different proposals for the regulation of bank holding 
companies have been advanced from time to time over the past 15 
years or more. An honest difference of opinion has existed and still 
exists as to the best approach to this problem. 

This is well illustrated by the two bills on the subject which are 
currently pending before this committee, S. 1118, introduced by Sen- 
ator Capehart, and S. 76, introduced by Senator Robertson. 

It is not the Board’s purpose or desire to endorse or oppose any 
particular bill or to claim for its views any superiority over those of 
any other agency, group, or individual. 

Our desire is only to give you the benefit of our views after a rather 
intensive study of the matter, leaving to your committee and to Con- 
gress, of course, the decision as to the most appropriate course of 
action. 

Last year, when consideration was being given to bank holding 
company legislation, the Board of Governors made a careful re- 
examination of the whole subject in an effort to determine the basic 
nature of the problems existing in this field and the extent to which 
new legislation is needed to meet these problems. 

The conclusions unanimously reached by the Board at that time 
were set forth in a letter addressed to the chairman of the House 
Banking and Currency Committee on April 11, 1952, and were fur- 
ther elaborated in a statement made by Governor Robertson before 
that committee in June 1952. 

In the light of the presently pending bills, the Board has again re- 
viewed the matter. rae member of the Board, Governor E vans, while 
favoring bank holding company legislation, dissents from the views of 
the majority with respect to two points for reasons set forth in an at- 
tached memorandum. The other members of the Board, however, 
continue to hold the same views as those expressed by the Board in 
1952. 

In order to conserve the committee’s time and avoid technicalities 
as much as possible, I should like to outline the general substance of 
the Board’s position. I am submitting for the record a memorandum 
which will explain in more detail the reasons for our views and their 
application to the pending bills. 

The CuarrmMan. Without objection, it will be inserted in the record 
at the end of your oral statement. 

Mr. Martin. The fundamental concept with which we start is that 
Federal regulatory legislation in this field should deal only with those 
problems which cannot adequately be dealt with by the States and 
then only to the extent necessary to meet the actual needs of the specific 
situations which give rise to these prob lems. 

Our approach, therefore, is one of minimum control rather than 
an approach designed to meet all conceivable situations that could 
arise in the future. 

Senator Bricker. I might say in passing, Mr. Martin, that that is 
a unique and very desirable approach. 
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Mr. Marrriy. With this fundamental concept in mind, we have 
made a careful study of the existing factual situation regarding bank 
holding company groups; and, along with the memorandum explain- 
ing our views, I am also submitting ‘ a table showing figures on the 34 
groups of banks in the United States which are generally regarded as 
bank ho'ding company groups. 

It is entitled “B: inking Offices and Deposits of 34 Holding Company 
Groups.” 

The CrarrMan. It will appear in the record following the memo- 
randum you have submitted. 

Mr. Martin. On the basis of the study, we believe that there are two 
major problems in the bank holding company field which are not met 
by existing provisions of law. 

One is the unrestricted ability of a bank holding company to expand 
its banking operations through the ac quisition of additional banking 
oftices, thus making it possible for the commercial banking resources in 
a particular geographical area to be concentrated under the control of 
a single corporation. 

The other major problem is that which arises from the fact that a 
bank holding company may control not only banks but also various 
other types of enterprises wholly unrelated to the business of banking. 

These two problems could be met by relatively simple legislation con- 
taining only a few essential features. 

In the first place, minimum legislation would need to cover only 
those holding company groups which give rise to the problems in this 
field. 

For this purpose, it would be sufficient to define the term “bank 
holding company” in language modeled after the definition of “holding 
company affiliate” contained in present law. 

Such a definition, based primarily on the test of majority ownership, 
would be in general harmony with the definition which has been in the 
law for nearly 20 years. 

In a few respects, however, the definition should be expanded. It 
should cover companies whic h control any banks and not be confined 
only to companies controlling member banks. 

It should be phrased so that any company which falls within the 
definition on a specified date prior to enactment of the new law will 
continue to be a bank holding company as long as it continues to own 
any stock of any bank. 

Iinally, it should cover any successor organization in order to pre- 
clude the possibility that a bank holding company might escape regula- 
tion simply by transferring bank stocks to some other organization 
which would not itself technically fall within the definition. 

We believe that such a definition of “bank holding company” would 
be adequate to cover all present holding companies which would 
need to be restricted in order to accomplish the main objectives of the 
legislation. 

The mere possibility that in the future some arrangements might be 
devised to ev: ade the law does not in our opinion warrant the vesting of 
unlimited authority in the administrative agency to bring within the 
coverage of the legislation companies whic +h would not meet the per- 
centage requirements of = definition. 

On the other hand, it would be desirable for the administering 
agency to have intiaeia to exempt from the definition, after con- 
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sideration of certain factors to be stated in the law itself, any com- 
pany which may be determined not to be engaged in the business of 
holding bank stocks or in managing or controlling banks to such an 
extent as to require its regulation in order to carry out the purposes 
of the law. 

As an essential feature of minimum legislation, a bank holding com- 
pany should be prohibited from acquiring bank stocks or merging with 
any other bank holding company except with the prior approval of 
the administering agency. 

In determining whether to give such approval, the administering 
agency should be guided by definite standards prescribed in the law. 
For reasons stated in the accompanying memorandum, we do not be- 
lieve that the legislation should attempt to cover acquisitions of bank 
assets as distinguished from bank stocks. 

In limiting the expansion of bank holding companies, the rights 
of the States should be preserved. The administering agency should 
be required to consult the appropriate State authority where a State 
bank is involve d. 

And, as an even more effective guaranty of States rights, it shoul : 
be clearly provided that no acquisition of the stock of any bank i 
any State could be approved by the administering agency if the nelle 
action would be prohibited by the statutes of that State. 

This would mean that each State would have complete freedom to 
deal as it wishes with the matter of bank holding company expansion 
within its borders. It would apply to bank holding companies the 
same principle which is now applied under Federal law to the estab- 
lishment of branches by national banks. 

We feel that the Federal Government should not in any way attempt 
to encroach upon the right of the States to determine their own poli- 
cies as to holding companies and branch banking. 

This could easily happen, however, if, as provided by some of the 
recent proposals, a bank holding company were prohibited from ac- 
quiring bank ei or bank assets across State lines or in any State 
which prohibits branch banking. 

Any provision of this kind would, in fact, compel a State to apply 
to bank holding co mpanie s rules at least as restrictive as those which 
it may have seen fit to apply to branch banking and thus deprive the 
State of its freedom to express its own policy as to the operation of 
out-of-State holding companies within its borders. 

Turning to the second major problem, that resulting from the non 
banking interests of bank holding companies, we believe that mini 
mum legislation should require all such companies, with reasonable 
exceptions and with appropriate tax relief, to divest themselves of 
ownership of shares of stock and similar equity interests in nonbank- 
ing enterprises. 

Exceptions should be kept to a minimum: but the administering 
agency might be given a limited authority to exempt enterprises whose 
activities are so closely related to the business of banking as to be a 
proper incident thereto. 

Senator Bricker. What do you mean by closely related ? 

What would be an example? 

Mr. Rorertrson. Holding the banking premises, for example, per- 
forming services for the bank. 

Mr. Martin. A safe deposit box would be one example. 
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No further provisions for the supervision of bank holding com- 
panies would be necessary, except that the administering agency 
should be authorized to obtain such information as might be neces- 

sary to enable it to pass judgment on proposed acquisitions of bank 
stocks, determine compliance with the law, and keep Congress 
informed. 

Such information could be obtained through reports or, if neces- 
sary, through examinations. 

This information would enable the administering agency to inform 
Congress as to the success with which the legislation is meeting its 
objec tives. 

As a matter of fact, we believe that the administering agency should 
he required to advise Congress regularly as to the manner in which the 
law is being administered and the provisions of the law, if any, which 
may need to be expanded or altered. 

Bearing in mind the limited scope of the proposed legislation we 
feel that the only essential measure of enforcement would be a pro- 
vision for criminal penalties. This would place complete responsi- 
bility for enforcement in that agency of the Government which 
presumably is best equipped to perform the job—the Department of 
Justice. 

Finally, we feel strongly that administration of any such legislation 
should be vested in a single ¢ Government agency. We would like to 
emphi size, as we did in 195 2, that the Board makes no recommenda- 
tion as to the agency which should be selected for this purpose. It 
feels, however, that it would be a serious mistake to distribute au- 
thority and responsibility among several agencies of the Federal 
Government or, as provided by one bill, among not only the Federal 
agencies but also the State bank supervisor y agencies. 

Any possible reasons for such a distribution of authority would be 
far outweighed in our judgment by the uniformity of policies and 
procedures and the economy and efficiency which would result from 
administration by a single agency. 

Moreover, it should be borne in mind that under the simplified 
approach suggested by the Board the restrictive actions of the admin- 
istering agency would be limited solely to passing upon applications 
for acquisitions of bank stocks by bank holding companies. There 
would be no conflict or interference with powers now vested in the 
three bank supervisory agencies of the Government. 

Legislation of the kind here suggested would not necessitate any 
immediate revision of the provisions of present law relating to af- 
filiates and holding-company afliliates. 

These provisions are aimed primarily at maintaining the soundness 
of member banks in holding-company groups, and for this purpose 
there is no reason why they should not be continued. 

They do not, however, deal effectively with the problems created by 
the present ability of bank-holding companies to expand without re- 
striction and to combine banking and nonbanking interests under 
single control. 

It is those two problems which need to be met directly by legislation. 
We believe that supplemental companion legislation of the kind which 
we have outlined would adequately meet that need. 

Now, Mr. Chairman, we have gone, in our memorandum of views, 
into some detail as to the general reasons for our position, but I think 
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the basic nature of our views has been covered in this preliminary 
statement. 

I would like, with your permission, to have the majority of the 
questions on the specifics directed to devant Robertson who has 
worked for the majority of the Board on this thing over the time that 

e has been with the Board. 

“Phe Certain’: Any questions, gentlemen ? 

Senator Gotpwarrr. Mr. Chairman, would the Federal Reserve 
Board become a quasi-judicial agency holding hearings and investi- 
gating bank-holding companies under this proposal ¢ 

Mr. Ropertson. No. The agency would have only one power and 
that would be to pass upon applications submitted by holding com- 
panies for permission to nou aes al bank stock. That would 
not be a matter requiring a public hearing, any more so than an apphi- 
cation for a bank charter is, for exan aie today, or an application for 
ni mbership in the Fe leral Reserve Sy stem. 

[It would not involve investigations because there is no supervision 
required here. It is a matter of permitting expansion. 

Senator Gorpwater. Do you feel that the functions that would be 
given to you under this act, changes in personnel involved and so on, 
would in any way change or detract from the usefulness of the Fed- 
eral Reserve Board as a central bank working in close cooperation 
W ith the members in the banking community ¢ 

Mr. Roserrson. Of course, as the chairman has pointed out, we make 
no recommendation as to what agency should be given this task. In 
the past, as you know, the Federal Reserve Board was given the job of 
administering the bank holding company laws to the extent that hold- 
ing companies are regulated today. 

I suppose it is only for that reason that people look to the Board, 
perhaps, as the agency to administer it. We are absolutely sincere in 
Sa\ ing that we do not care W hat agency does it. 

From the point of view of your particular question, I think the 
Board could pass upon acquisitions for expansion as well as any other 
agency, but no better than any other agency. 

Senator Gotpwater. Thank you. 

Senator Busu. In other words, the Federal Reserve would be eligible 

be the supervising agency here, in your judgment, but does not 
solicit it? 

Mr. Rosertson. That is exactly so. If the Congress were to impose 
th job on the Board, we would do it, but it could ju st as well be ple iced 
in some other agency. The main point in our view is that if you 
impose the re spon sib lity upon the agenc y se ‘lected to administer this 
act, you should not take aw: ay from it the authority to act. 

Under one of the bills the Board might have to turn down a hold- 
Ing company’s ispticntoon.” although the actual decision might have 
been made either by the State supervisory authorities or the Comp- 
troller of the Currency. 

We say if they are the ones to make the decisions, let them take the 
respon bility for doing the work. We have no feelings about. it. 
We just think you can get a better action 1f you have a unified admin- 
istration rather than a diversified one. 

Senator Bricker. Have we included the statement of Governor 
Evans? 

The Cuarrman. Without objection, it will be included in the record 
at this point. 
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(The statement referred to follows :) 


STATEMENT OF Gov. R. M. EvANs OF THE BoarRp OF GOVERNORS OF THE FEDERAL 
RESERVE SYSTEM 


After very careful consideration, I feel compelled to register my dissent from 
the views expressed on behalf of a majority of the members of the Board of 
Governors regarding bank holding-company legislation. We are in complete 
agreement that bank holding company legislation is a necessity. We differ in 
two particulars, which I believe are very important and essential to effective 
bank holding company legislation. 

In the first place, legislation like that recommended by the Board does not 
recognize a fundamental fact ; namely, that, through the corporate device, holding 
companies have been and still could be used to evade State branch banking laws 
and thus defeat the declared policies of the States and national Government 
regarding branch banking. Despite all that has been said about the distinction 
between bank holding company groups and branch banking systems, the fact 
remains that both accomplish the same thing—the operation of a number of 
banking units under one control and management. 

It was recognized by the Board of Governors in 1943 when in its annual report 
the Board said: 

“The Federal supervisory authorities now have authority to control the direct 
establishment of branches of banks under their respective jurisdictions. * * * 
Through the corporate device of the holding company, however, these controls 
are defeated and the holding company can do what the bank cannot do directly. 
Thus the same management which is restricted in its operation under a bank 
charter can, through the holding company device, acquire unit banks, operate 
them in the same manner branches would be operated, and thus defeat the 
expressed will of Congress regarding the establishment of branches.” 

That holding companies may be used to evade branch banking laws was again 
recognized when Chairman McCabe of the Board of Governors testified in 1950 
before the Senate Banking and Currency Committee that “Through the acquisi- 
tion by the holding company of the stock of an existing bank which thereafter 
may be operated, for all practical purposes, as a branch of the holding company 
system, the denial of a branch application of a controlled bank may become 
almost meaningless.” 

There has been no change in the general situation since 1943 or 1950. Under 
legislation of the kind now suggested by the Board, it would be possible for a 
holding-company group to operate any number of separate banking offices within 
a State in complete disregard and violation of the clearly declared policy of that 
State against branch banking. It could also operate in two or more States not- 
withstanding the fact that no subsidiary bank could have branches in those 
States. 

Under legislation previously passed by Congress, national banks are expressly 
prohibited from establishing branches in States where branch banking is pro- 
hibited by State law. Evidently, Congress intended to preserve the State’s rights 
in an effective manner at that time. Yet, if this program is passed by Congress, 
the bank holding companies could operate in States where branch banking is 
prohibited by State law. It seems to me this would put Congress in a very in- 
consistent position. 

The second reason I am unable to concur in the Board’s position is the inade- 
quacy of the definition of “bank holding company” which the Board has proposed. 
That definition would perpetuate the long-recognized deficiencies of the definition 
of the term “holding company affiliate” now contained in present law. This 
definition is based primarily on ownership or control of a majority of the shares 
of a bank or of the shares voted in the last election of directors of a bank. How- 
ever, everyne knows, and Congress and the courts have recognized the fact, that 
control is often exercised through ownership of much less than a majority of 
the shares of a corporation. Similarly, ownership of a majority of the shares 
voted at the preceding election of directors is equally unrealistic. 

Going back again to the Board’s 1943 annual report, it was there stated: 

“In the Board’s experience, the case in which regulation is most necessary is 
likely also to be the case in which advantage has been taken of the gaps in the 
statutory definition with respect to the number of shares owned or controlled. 
The Board believes that these gaps should be filled in by incorporating in the 
statute a more realistic definition envisaging the manner and means by which 
effective control actually is exercised.” 
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The type of legislation proposed by a majority of the Board would not cover 
some existing groups which are in effect bank holding companies. More im- 
portant, it would not cover arrangements for single control of a number of bank- 
ing units which, through the corporate mechanism, could easily be devised in the 
future to escape coverage of the definition proposed by the Board. In my opinion, 
a realistic definition adequate to meet these possibilities of evasion must be along 
the line of that which was contained in the bill S. 2318, endorsed by the Board in 
1950, or the similar definition provided by the Capehart bill, S. 1118, which is 
now pending before the Senate Banking and Currency Committee. 

While what I have just stated are the two principal subject matters upon which 
1 find myself in disagreement with my fellow Board members, I should add that 
I have a difficult time following their position on the so-called States’ rights 
issue. I do not think it necessary to force the State to legislate again on the 
subject of branch banking. A majority of the States have already done so. Once 
we acknowledge what has been officially ruled in at least two States—that is, 
that holding-company banking is a type of branch banking—then holding-com- 
pany legislation should do what our present national banking legislation does; 
namely, permit branches when State law permits them and deny branches when 
State law does not permit them. 

One final point: I believe the welfare of our country is best served when small 
businesses can operate in a political and economic climate which enables them to 
prosper as well as the large corporations. Banking is a field in which a small 
business can prosper. Now that we have insurance of deposits and the Federal 
Reserve System, a small unit bank owned and operated by local people has access 
to all the information necessary for the operation of an efficient and economical 
banking business. 

The weakness of the bill now proposed by the Board in this respect is that it 
continues to permit a strong holding company to eliminate the competition of 
one of the most important factors in our banking system ; namely, the individually 
owned and operated local bank. 


Mr. MARTIN. We would like to have everything in the record, 

The Cuarrman. Do you recommend either one of these bills? 

Mr. Rorertson. We do not in this statement recommend either one 
of the two bills. We do express views with respect to each of them. 

I might state that S. 76 comes much closer to representing the views 
of the board than S. 1118 for the reasons which we have specified. 
We would want to change the bill, S. 76, in some respects to make 
the bill conform more closely to our views. 

The CHamman. Do you have those amendments prepared and 
ready to introduce? 

Mr. Roserrson. Well, I have done this. ‘To see whether or not the 
views which we have expressed can be put into statutory language, 
I have prepared a bill which the rest of the Board has not seen. 

It does attempt to put into language the views of the Board. 

The CHairman. Do vou have a copy of it? 

Mr. Rorerrson. I have. 

The Cuamman. Without objection, we will place that in the record 
at this point. 

(The bill referred to follows :) 


A BILL To define bank holding companies, control their future expansion, and require 
divestment of their nonbanking assets 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That this Act may be cited as the “Bank 
Holding Company Act of 1953”. 


DEFINITIONS 


Sec. 2. (a) “Bank holding company” means any company (1) which at any 
time after 1953, owns or controls, directly or indirectly, a majority of 
the shares of any bank, (2) which at any time after such date shall have owned 
or controlled more than 50 per centum of the shares which were voted for the 
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election of directors of any bank at the preceding election, (3) which at any 
time after such date controls in any manner the election of a majority of the 
directors of any bank, or (4) for the benefit of whose shareholders or members 
a majority of the shares of any bank or bank hoiding company is held by trustees 
at any time after such date; or any successor to any such company. Notwith 
standing the foregoing, no company shall be considered a bank holding company 
if it does not own or control, directly or indirectly, any shares of any bank and 
if no shares of any bank or bank holding company are held by trustees for the 
benefit of such company’s shareholders or members; and no bank shall be a 
bank holding company by virtue of its ownership or control of shares in a 
fiduciary capacity, except where such shares are held for the benefit of the 
holders of a majority of the shares of such bank. In addition the term “bank 
holding company” shall not include any company which is determined by the 
administering agency’ not to be engaged, directly or indirectly, as a business 
in holding the stock of, or managing or controlling, banks in such manner and 
to such an extent as to require regulation of such company under this Act in 
order to carry out its purposes. In making any such determination the admin 
istering agency shall consider, among other factors, the nature of the business 
of such company, the number of banks in which it owns or controls stock and 
the amount of such stock owned or controlled by it, and the area of operations 
of such banks; and any such determination may be conditional and shall be 
subject to revocation by the administering agency. 

(b) “Company” means any corporation, business trust, association, or similar 
organization, but shall not include any corporation all of the shares of which 
are owned by the United States. 

(c) “Bank” means any national bank or any bank, banking association, savings 
bank, or trust company organized under the laws of any State or of the District 
of Columbia which receives deposits subject to check. 

(d) The term “successor” shall include any organization which acquires directly 
or indirectly from a bank holding company shares of any bank, when and if the 
relationship between such organization and the bank holding company is such 
that the transaction effects no substantial change in the control of the bank or 
beneficial ownership of such shares of such bank. The administering agency may, 
by regulation, further define the term “successor” to the extent necessary to 
prevent evasion of the purposes of this Act. 


ACQUISITION OF BANK SHARES 


Sec. 3. (a) Except with the prior approval of the administering agency, no bank 
holding company shall acquire ownership or control of any shares of any bank, 
directly or indirectly, or merge or consolidate with any other bank holding 
company. Notwithstanding the foregoing, this prohibition shall not apply to 
shares acquired by a bank (1) in good faith in a fiduciary capacity, except where 
such shares are held for the benefit of the holders of a majority of the shares of 
such bank, or (2) in the regular course of securing or collecting a debt previously 
contracted in good faith; but any shares acquired after the date of this Act in 
securing or collecting any such previously contracted debt shall be disposed of 
within a period of two years from the date on which they were acquired. 

(b) In determining whether or not to approve any acquisition or merger or 
consolidation under this section, the administering agency shall take into con- 
sideration the following factors: (1) The financial history and condition of the 
bank holding company or companies and the banks concerned: (2) their pros 
pects; (8) the character of their management; (4) the convenience, needs, and 
welfare of the communities and the area concerned; and (5) whether or not 
the effect of such acquisition or merger or consolidation would be to expand the 
size or extent of the bank holding company system involved beyond limits con 
sistent with adequate and sound banking and the public interest and the preser 
vation of competition in the field of banking. 

(c) In approving any acquisition or merger or consolidation under this see- 
tion, the administering agency shall be authorized to prescribe such conditions 
as it may deem necessary in the light of its consideration of the factors set forth 
in subsection (b) of this section in order to assure the sound financial condition 
and satisfactory management of the bank holding company and of the banks 





1Throughout this draft, the words “administering agency” would be changed to refer 
to the particular agency of the Government selected by Congress to administer the legis- 
lation. 
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controlled by it. Such conditions may include, but without limitation, conditions 
relating to the maintenance of adequate capital and reserves of readily market- 
able assets by such company. 

(d) Before approving any acquisition or merger or consolidation under this 
section, other than the acquisition by a bank holding company of ownership or 
control of shares of a bank of which such company already owns or controls a 
majority of shares, the administering agency shall consider any views or recom- 
mendations which may be submitted by the Federal bank supervisory authorities 
and the appropriate State bank supervisory authorities, such Federal and State 
authorities to be given notice of the proposed action and allowed thirty days 
in which to submit their views and recommendations. No acquisition of owner- 
ship or control of the shares of any State or national bank in any State shall 
be approved under this section if, under the same circumstances, the acquisition 
of such ownership or control of shares of a State bank would be expressly pro- 
hibited by the statutes of such State. 


DIVESTMENT OF INTERESTS IN NONBANKING ORGANIZATIONS 


Sec. 4. (a) Except as otherwise provided in this Act, no bank holding com- 
pany, after the date of this Act shall acquire, or after two years from the date 
of this Act shall retain, directly or indirectly, ownership or control of any shares 
of any company which is not a bank or engage in any business other than that 
of banking or of managing or controlling banks. The administering agency is 
authorized, upon application by a bank holding company, to extend this period 
from time to time as to such company for not more than one year at a time if, 
in its judgment, such an extension would not be detrimental to the public in- 
terest, provided that no such extensions shall extend beyond a date five years 
after the date of this Act. 

(b) After two years from the date of this Act, no certificate evidencing shares 
of any bank holding company shall bear any statement purporting to represent 
shares of any other company except a bank or a bank holding company, nor shall 
the ownership, sale, or transfer of shares of any bank holding company be con- 
ditioned in any manner whatsoever upon the ownership, sale, or transfer of 
shares of any other company except a bank or a bank holding company. 

c) The prohibitions of this section shall not apply— 

(1) to shares of any company engaged solely in a safe deposit or fiduciary 
business or of any company all the activities of which the administering 
agency has determined to be so closely related to the business of banking 
or of managing or controlling banks as to be a proper incident thereto and 
as to make it unnecessary for the prohibitions of this section to apply in 
order to carry out the purposes of this Act; 

(2) to shares acquired by a bank in good faith in a fiduciary capacity, 
except where such shares are held for the benefit of the holders of a ma- 
jority of the shares of such bank; or 

(3) to shares acquired by a bank in the regular course of securing or 
collecting a debt previously contracted in good faith, but any such shares 
shall be disposed of within a period of two years from the date on which they 
were acquired or from the date of this Act, whichever is later, except that 
the administering agency is authorized, upon application by such bank, to 
extend this period from time to time as to such bank for not more than one 
year at a time if, in its judgment, such an extension would not be detri- 
mental to the public interest, provided that no such extensions shall extend 
beyond a date five years after the date of this Act. 


ADMINISTRATION 


Sec. 5. (a) Within ninety days after the date of this Act, or within ninety days 
after becoming a bank holding company, whichever is later, each bank holding 
company shall register with the administering agency on forms prescribed by 
the administering agency, which shall include such information with respect to 
the financial history and condition and the operations and management of such 
company and the banks which it controls, the relationships of such company with 
banks and other organizations, and related matters, as the administering agency 
may deem necessary or appropriate to carry out the purposes of this Act. The 
administering agency may, in its discretion, extend the time within which a bank 
holding company shall register and file the requisite information. 

(b) The administering agency from time to time may require any bank holding 
company to furnish such information regarding such company and its relations 
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with banks and other organizations as the administering agency may deem 
appropriate or necessary to enable it to determine whether or not to grant any 
approval or take any other action contemplated by this Act; to determine com- 
pliance with the provisions of this Act and to prevent evasions thereof; and to 
keep the Congress informed with respect to the administration of this Act. 
For the purpose of obtaining such information, the administering agency may 
require reports from any bank holding company in such form and at such times 
as it may prescribe and may, if it deems such action necessary, make examina- 
tions of any bank holding company, in which event the expenses of any such 
examination may, in the discretion of the administering agency, be assessed 
against the bank holding company and, when so assessed, shall be paid by such 
company. To the extent that the information contained therein is adequate for 
the purposes of this subsection, the administering agency is authorized to use 
the available reports of eXamination made by or on behalf of any Federal or 
State bank supervisory authority. 

(c) Before the expiration of five years following the date of this Act the 
administering agency shall report to Congress the results of the administration 
of this Act, stating what, if any, substantial difliculties have been encountered 
in carrying out the purposes of this Act, and any recommendations as to changes 
in the law which in the opinion of the administering agency would be desirable. 


CRIMINAL PENALTIES 





Sec. 6. Any company which willfully violates any provision of this Act, or any 
condition prescribed by the administering agency pursuant to this Act, shall upon 
conviction be fined not more than $1,000 for each day during which the violation 
continues: and any individual who willfully participates in any such violation 
shall upon conviction be fined not more than $10,000 or imprisoned not more than 
one year, or both. Every officer, director, agent, and employee of a bank bolding 
company shall be subject to the same penalties for false entries in any book, 
report, or statement of such bank holding company as are applicable to officers, 
directors, agents, and employees of member banks for false entries in any books, 
reports, or statements of member banks under section 1005 of title 18, United 
States Code. 


AMENDMENTS TO INTERNAL REVENUE CODE 


Sec. 7. [Here insert provisions for appropriate tax relief, similar to those 
contained in H. R. 6504, to be drafted by tax experts of the Treasury Department 
or the Congress. | 

The Cuamman. This is a complete new bill? 

Mr. Ropertson. Yes. 

Senator Busn. Do you have other copies ? 

Mr. Rorertson. I will send you as many as you wish. 

Senator Bricker. Send one to each member. 

Mr. Ropertson. It is pretty much in line with S. 76. It is in har- 
mony with our views and straightens out the matter of State rights. 

Senator Bricker. It places the administration in the Board ? 

Mr. Ropwertrson. No; it does not. It merely says “The administer- 
ing agency”. 

Senator Bricker. There is nothing inconsistent with your present 
function in being the administering agency ¢ 

Mr. Rosertrson. Not at all. 

Senator Bricker. There is some advantage in having a unified serv- 
ice to the banks in one agency. 

Mr. Rosertson. That is definitely true. 

The CHarrMAN. Suppose you tell us in as brief language as you 
possibly can what you like about S. 76 and what you do not and what 
vou like about S. 1118 and what you do not? 

Mr. Roperrson. Very well. 

The CuarrMan. First let me ask you this. Do you think any legis- 
lation is needed upon this subiect ? 
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Mr. Rosertson. I think legislation is very desirable. There are two 

gaps, as the chairman pointed out, in existing legislation. The first 
a ites to the unrestricted ability of the holding company to expand. 

The second is, that today a holding company can combine nonbank- 
ing businesses and banking businesses under one control. Those are 
the onl y two im portant ¢ aps in the holding- company legi slation today. 

Those two gaps sh ould be closed. The re are potenti al hazards 
involved which should be covered by legislation, in my opinion. 

Senator Bricker. Which is the greater hazard ¢ 

Mr. Ropertrson. The oreater hazard is the possibility of unlimited 
expansion, I believe. 

The CuarrmMan. You mean the unlimited expansion of banks owned 
by holding companies, is that right ? 

Mr. Ropertson. That is right. 

The CuHarrman. The other is holding companies engaging in other 
types of business / 

Mr. Ropertson. That is exactly so. 

The Cuamman. You think there ought to be legislation on both 
those points ¢ 

Mr. Roperrson. I do. 

The Cuarrman. You think this bill which you have just handed up 
here does that better than does 8. 76 or S. 1118? 

Mr. Roperrson. I do. 

Senator Gotpwarer. Mr. Chairman, I would like to have the witness 
expand a bit on his speci ific objections to the second point ; that is, 
bank holding companies engaging in other business. 

Mr. Rosertson. For many years, as you know, almost from the 
beginning of banking in this country, banks have been prohibited from 
engaging in other business. 

Banks are using depositor’s funds and not their own funds. Conse 
quently, the risks in which they invest funds are different from the 
risks which are undertaken by any other business. The types of 
management called for in the two institutions—that is, a banking and 
a nonbanking institution—are very different. 

A different type of attitude is required. In one you are safe 
guarding depositors’ funds, and so in the other you are justified 
taking greater calculated risks. 

Therefore, we think the two ought to be separated. In addition, 
there is always the possibility that if a company controls both it can 
use the bank for the indirect benefit of the nonbanking businesses. 

Generally that would be indirect because of laws which would pro- 
hibit lending by the bank to the holding company and its subsidiaries 
except W ithin specified limits and with specified collateral. Usually it 
would be not a direct form of assistance, but would be an indirect 
form, in that businesses and concerns doing business with the bank 
could very well be told, “You do your business with such and such 
nonbanking businesses if you are going to get credit from this bank.” 

The two should not be connected in any fashion. 

Senator Gotpwarrer. Would you go so far as to say, on the other 
hand, that a company engaged in another business should not get into 
the banking business ¢ 

Mr. Rosertson. It is the same thing. 

Senator Gotpwarter. We find, for instance, packing companies in 
banks, mercantile companies in banks. 
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Mr. Rosertson. I think it works both ways. You can approach the 
same question from either end. 

Senator GOLDWATER. Would you leave that regulation up to the 
States ¢ 

Mr. Rosertson. No, I would not leave it up to the States. That is 
the reason, I believe, that there is need for Federal legislation. The 
States are not in a position to handle it because in some circumstances 
they are not in a position today to prevent out-of-State holding com- 
panies from doing business within the States. 

They cannot control that. But, I would certainly leave with the 
State the right to enact legislation more restrictive than this if they 
wish. 0 

I would give complete freedom of the States to prohibit holding 
company operations if they wished. In other words, I think the 
people of the State should dictate the policies within that State and 
this sort of Federal legislation should merely fill the gaps. 

It should operate where States cannot operate. 

Senator Gotpwater. The legislation should be written, then, to 
limit banks to banking, from both sides. 

Mr. Rozertson. That is one of the purposes, 

Senator GoLpwaTeR. Would one of these exterior businesses be 
insurance that the bank might be engaged in? 

Mr. Ropertson. There are holding « companies at the present time 
which control insurance companies and we would prohibit that. If 
they are in the real-estate business we would prohibit that. 

If they are holding the banking premises of the bank itself, that 
should be per missible. In that case you are just using a corporate de- 
vice for the purpose of holding the premises which the bank is occupy- 
ing. A safe-deposit company which is operating in conjunction with 
the bank should be permitted. The bank should be permited to have a 
holding company on top of those. 

The CuarrMAn. Without objection, the clerk of this committee will 
be authorized to have this bill that you just handed us printed so that 
tomorrow the committee may have ample copies to read. Also other 
interested people may then have access to copies of this particular bill. 

Mr. Rosertson. If you wish, Mr. Chairman, I will send adequate 
copies up to you this afternoon. 

The CHamMan. Your copies would be mimeographed; would they 
not ? 

Mr. Ropsertson. Yes, 

The Cuamrman. We would prefer to have them printed. We will 
have them printed and have them available tomorrow for the commit- 
tee and other interested parties. 

Now it looks as though we have three bills instead of two 

Mr. Ropertson. I would like to emphasize, Mr. Chairman, that that 
bill represents my own work, but I can assure you that it is in exact 
accord with the views of the majority of the Board as expressed here. 

Mr. Martin. The bill which he has drawn is in accord with the 
statement which I made and represents the majority viewpoint. 

Senator Bricker. And with your exhibits here? 

Mr. Martin. Yes. 

Senator Bricker. Except for the statement of Mr. Evans. 

Mr. Martin. That is right. 
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Senator Leuman. May I ask Mr. Martin a question, Mr. Chairman ¢ 

The CuatrmMan. Senator Lehman. 

Senator Lenman. On page 5 of your statement you say: 

We feel that the Federal Government should not in any way attempt to en- 
croach upon the right of the States to determine their own policies as to holding 
companies and branch banking. This could easily happen, however, if as pro- 
vided by some of the recent proposals a bank holding company were prohibited 
from acquiring bank stocks or bank assets across State lines or in any State 
which prohibits branch banking. 

Any provision of this kind would, in fact, compel a State to apply to bank 
holding companies rules at least as restrictive as those which it may have seen 
fit to apply to branch banking and this deprives the State of its freedom to ex- 
press its own policy as to the operation of out-of-State holding companies within 
its borders. 

I wonder whether you could explain that in words of one syllable 
and give some illustrations of exactly what you have in mind. 

Mr. Marrin. Could I ask Governor Robertson to do that ? 

Senator Lenman. If you please. 

Mr. Ropserrson. The legislature of any State, for example, may 
have dealt with the branch banking problem and may have said banks 
can or cannot have branches. Now, branch banking is entirely differ- 
ent from the other type. The legislature may not have spoken with 
respect to holding-company banking. Any provisions in a Federal 
statute which would say that the language of the State in its statutes 
dealing with branch banking shall be applicable to holding companies 
would prevent the people of that State from passing upon holding 
companies in any other way. 

For example, a State might very well prohibit branch banking but, 
on the other hand, might want to have holding company banking. I 
know of one State, for example, which asked a holding company to 
come into its State and take over a bank during the emergency period 
back in the 1930’s. But, it could not do it—it would be impossible for 
it to do it—if the Federal Government said, “You cannot permit hold- 
ing companies in your State if you prohibit branch banking.” 

We say the States should be free to deal with holding company prob- 
lems but should do so specifically and not by the Congress saying that 
when a State was using the term “branch banking,” “that means also 
“holding company banking.” 


Senator Leuman. You have explained it very clearly, and I thank 
you. 

The CHarrMANn. It seems to me that since you have introduced a 
new bill this morning and we have not had a chance to study it, com- 
pared with the two existing bills, perhaps you would like to give us 


a complete analysis of the three bills, point by point. Could you do 
that and have it available tomorrow ? 


Mr. Roperrson. Yes. I can do it right now if you would like. 

The CHatrman. I want the information for the record so that we 
can study it. 

Mr. Roperrson. Yes. I can certainly do that. 

The Cuarrman. I would suggest that you do that, then; give us a 


complete analysis of the three bills, more or less title by title. (See 
p. 58.) 


Mr. Rosertson. That is done in this memorandum which we have 
already submitted. 


a ear 8 
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The Cuarrman. I understand that. Do you include your bill 
that, too? 

Mr. Roserrson. We point out the extent to which our bill would 
differ from S. 76, yes. 

The Cuairman. I wish we had known of your bill before. We 
would have had it r inted and had it available. 

Mr. Rosertrson. I did not prepare it with any idea of having it sub- 
mitted here. I did it for the purpose of testing my own theories. 

Mr. Martin. We did not want to come up here and suggest a bill, 
Mr. Chairman. 

The CHatrmMan. I see nothing wrong with it at all. It is perfectly 
all right. 

Your position is that legislation is needed. You do not like S. 76 
or S. 1118, but you prefer the bill that you have introduced this 
morning ¢ 

{r. Roperrson. I must clarify that a little. Our bill follows very 
closely S. 76. It does not follow the other. 

I think I can state very briefly the big difference between the two. 

The CuamrmMan. What is your chief objection to S. 1118? 

Mr. Roserrson. In the first place, it uses a definition which is based 
on the ownership of 25 percent of the stock of two or more banks. 

If there is merit in the proposal that you should separate banking 
— nonbanking businesses, it is just as important the at you do it in 

1-bank case as in a 2-or-more bank case. 

For example, if a holding company controls, we will say, the largest 
bank in the world, and has nonbanking interests, it may be even more 
important to cover that sort of a situation than one where a holding 
company has 2 or 3 or 4 little banks and some nonbanking businesses. 

Secondly, it seems to me that the definition used in S. 1118 would 
bring within the control of the administrative agency more companies 
then you need to include in order to cover this problem. 

Thirdly, the administration of the bill would be placed in the Fed- 
eral Reserve Board but every State supervisory authority and the 
aa of the Currency would have veto powers. 

We believe that such great diffusion of authority is wrong because 
you cannot get uniformity of action. You might have national banks 
switching into State banks or State banks into national banks depend- 
ing upon. which agency they thought was the most liberal. 

The decisions should be made in the light of the overall picture, 
a holding company problem, and not on the basis of a specific case in 


a specific town, which is likely if you distribute the authority too 
widely. 
Fourth, 8. 1118 would provide for judicial review, but not the ordi- 


nary kind of judicial review with which we are in accord, namely, 
that to which an administrative agency is ab ee if it acts in an ar- 
bitrary or capricious way. 

This bill would go much further than that and provide for a trial de 
novo, wiping out any action which the administrative agency has 
taken—even the taking of evidence. You would have a new trial and 
the court’s decision would be substituted for the decision of the agency 
which is supposed to be technically competent. 

The CHarrMan. Say that again. 

Mr. Rosertson. It would result in superimposing the judgment of a 
court in a single isolated situation for the judgment of the adminis- 
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trative agency which supposedly acts in the light of the overall picture 
in the United States. 

The CHarrMan. You are not saying that you think administrative 
agencies ought to be more powerful ‘than our courts, are you? 

Mr. Roverrson. Absolutely not. I say if they are acting illegally 
or capriciously or arbitrarily, then action should be subject to ju- 
dlicial review and is today. 

Senator Bricker. Subject to review as to the fact? 

Mr. Roserrson. That is right, but not a trial de novo from the 
beginning right on through. You would have this sort of thing 
dragged out forever. 

Senator Bricker. You are now under the Administrative Pro- 
cedure Act and you want to remain that way ! 

Mr. Roszertson. This would be contrary, in my opinion, to the 
Administrative Procedure Act. Those, chiefly, Mr. Chairman, are 
the differences between the two bills. 

The S. 76 definition which is in accord with our own, or vice versa, 
would be adequate to cover the problem as we see it. It would simplify 
the supervision. It would put enforcement in the Department of 
Justice. It would not attempt to apply States’ branch banking laws 
to holding company situations unless the people of the State so decide 
with respect to holding companies. And we believe it would be very 
adequate. 

Senator Bricker. Is there any State holding company legislation 
now ¢ 

Mr. Ropertson. Oh, yes. 

There are States which prohibit holding company operations such 
as Maryland, Mississippi, and several others. The State of Wash- 
ington has a type of holding company legislation. In New Jersey 
they have legislation which to some extent. attempts to prohibit out- 
of-State holding companies from operating within its borders. Those 
State actions are fairly ineffective to deal with this problem, because 
they do not have jurisdiction over the outside agency which may buy 
the stock wherever it can find it. It hardly comes within the con- 
trol of the State. 

Therefore, you need Federal legislation. 

The CHarrMAN. Are you familiar with the situation existing in 
Chicago at the moment with some banks up there where a holding 
company in Texas bought stock in three banks and then sold those 
banks paper held by the Texas holding company ? 

Mr. Rorertson. Yes, I am. 

The CuarrmMan. Would the bill that you submitted this morning 
prohibit that ? 

Mr. Ropzertson. It certainly would. I mean it would enable the 
administrative agency to prevent it. 

The Cuarrman. Do you think that ought to be prohibited ? 

Mr. Rosertson. I certainly do. 

The Cuatrman. Would the other two bills prohibit that likewise? 

Mr. Ropertson. Yes, they would make it preventable. 

The Cuarman,. Any other questions, gentlemen ? 

I think since we have three bills now we might want you to come 
back and testify later when we have had an opportunity to study 
this whole matter. We likewise would like to have a written analysis 
of the three bills from your standpoint. 
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We would like to have it tomorrow to place in the record, or day 
after tomorrow. 

Mr. Rosertrson. Would you like to have a tabular comparison of the 
three? 

The Criatrman. Yes, that is right. 

Mr. Ropertson. Very well. (See p. 88.) 

Senator Bricker. Have you available or could you secure without 
too much effort the action of State legislatures in the various States 
in regard to bank-holding companies / 

Mr. Rorerrson. I have in my files, Senator, a memorandum regard- 
ing State laws on this subject which, however, may not be entirely 
complete. 

Would it be satisfactory if I were to give that to you? 

Senator Bricker. It would be satisfactory if you would submit 
that, yes. 

Mr. Rosertson. I will attempt to get that. 

(The information referred to follows :) 


Srate LAws RELATING TO BANK HoLpING COMPANTES AND AFFILIATES OF BANKS 
(AS OF OCTOBER 22, 1952) 
{rkansas 

6 Ark. Stat. 1947 Anno., § 67-509: 

“Stockholder in three or more banks prohibited from borrowing.—Any person 
or persons, and /or any company, copartnership, corporation, or other legal entity 
in which such person or persons own or control a substantial interest, owning 
either singly or jointly an aggregate of fifty [50] percent or more of the capital 
stock of three [8] or more banks and/or trust companies, thus forming a chain 
or group of banks and/or trust companies, shall be, and are hereby prohibited 
from borrowing from, or becoming indebted to, such banks and/or trust com- 
panies, thus owned and controlled, in any amount or in any manner.” 

This applies to all banks, trust companies, and savings banks. Ibid., § 67-112. 
Indiana 

5 Burns Stat. Anno., §§ 18—-1801—18-1813 imposes restrictions on “holding com- 
pany affiliates” and “affiliates.” 

§ 18-1801: 

“The term ‘holding company affiliate,’ as used in this article, shall include any 
corporation, business trust, association, or other similar organization : 

“(a) Which owns or controls, directly or indirectly, either a majority of 
the shares of the capital stock of a bank or trust company, or more than 
fifty [50] percent of the number of shares voted for the election of directors of 
such bank or trust company at the preceding clection, or controls, in any 
manner, the election of a majority of the directors of such bank or trust 
company ; or 

“(b) for the benefit of whose shareholders or members ali, or substantially 
all, the capital stock of a bank or trust company is held by trustees.” 

§ 18-1807: 

“The term ‘affiliate,’ as used in this article, shall include holding-company affili 
ates and any corporation, business trust, association, or other similar organi 
zation: 

“(a) Of which a bank or trust company, directly or indirectly, 





controls either a majority of the voting shares or more than fifty [5 
cent of the number of shares voted for the election of its directors, trustees, 
or other persons exercising similar functions, at the preceding election, or 
ntrols, in any manner, the election of a majority of its directors, trustees, 
or other persons exercising similar functions: or 
“(b) Of which control is held, directly or indirectly, throngh stock owner 
ship, or in any other manner, by the shareholders of a bank or trust compar 
who own or control either a majority of the shares of such bank or tru 
company, or more than fifty [50] percent of the number of shares voted for 
the ¢ tion of directors of such bank or trust company at the preceding elee- 
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tion, or by trustees for the benefit of the shareholders of any such bank or 
trust company ; or 

“(c) Of which the members of its executive committee, its directors, 
trustees, or other persons exercising similar functions constitute a majority 
of the directors of a bank or trust company.” 

Such regulations apply not only to Indiana-chartered institutions, but also to 
“any bank of discount and deposit, loan and trust and safe deposit company, or 
private bank organized under the provisions of any law enacted prior to the 
passage of this act. * * *” [Emphasis added.] § 18-1101. 


Kansas 

Gen. Stat. of Kans. Anno. 1949. § 9-701 restricts the meaning of “bank” and 
“trust company” to institutions incorporated under Kansas law. § 9-1702 pro- 
vides for “an examination of any investment company or holding company or 
corporation which is affiliated with any bank or trust company but only when 
such investment company or holding company or corporation is indebted to such 
bank or trust company.” 


Kentucky 

Ky. Rev. Stat. 1942 (Baldwin) § 287.030: 

“(2) No bank or banking institution incorporated under the laws of another 
state shall transact any banking business in this state except to lend money. 

“(3) No person shall, directly or indirectly, hold or own more than one-half of 
the capital stock of a bank or trust company, exclusive of stock held as 
collateral. * * *” 

The terms “bank” and “trust company” include every corporation authorized 
by the chapter to do a banking or trust business. § 287.010. Since lending money 
without the power to engage in other functions is not “banking,” the stock of 
nonresicent banking institutions would not be subject to the ownership restric- 
tions imposed above by subsection (3) of § 287.030, 


Maryland 


1 Anno. Code of Md. (1939), Art. 11, §108 provides that the term “bank” 
includes “any person, firm, or corporation engaged in the business of receiving 
and paying deposits of money within this State. A branch or office of any such 
bank shall be deemed a bank * * *.” 

Art. 11, § 72: 

“Tt shall be unlawful for any banking institution doing business under this 
Article to have any affiliate, affiliates or closely allied corporation or corporations. 

“The term ‘affiliate’ and ‘closely allied corporation’ as used in this section 
shall be construed to include any corporation, business, trust, association, or 
other similar organization which a banking institution controls by one of the 
following methods: 

“(1) Owns or controls, directly or indirectly, either a majority of the 
voting shares or more than 50 per centum of the number of shares voted for 
the election of its directors, trustees, or other persons exercising similar 
functions at the preceding election, or controls in any manner the election 
of a majority of its directors, trustees, or other persons exercising similar 
functions ; or 

‘(2) Controls, directly or indirectly, through stock ownership or in any 
other manner, by the shareholders of such banking institution who own or 
control either a majority of the shares of such banking institution or more 
than 50 per centum of the number of shares voted for the election of directors 
of such banking institution at the preceding election, or by trustees for the 
bencfit of the shareholders of any such banking institution. 

“Provided, however, that nothing in this section shall affect or disturb 
any such affiliate or closely allied corporation existing on June 1, 1935, and 
provided further that a Banking Institution, for reorganization purposes and 
with the consent of the Bank Commissioner may create and have an 
affiliate or closely allied corporation. 

“The Bank Commissioner shall have the same rights and powers to 
exaluine into the affairs of all existing affiliates and closely allied banking 
institutions as he has as to banking institutions whenever he shall deem 
such examination desirable or necessary, and for making such examinations 
he shall charge the same fees as for examining banking institutions.” 


* Minn. Stat. Anno.: § 47.09 impliedly recognizes holding companies as lawful. 
A financial institution is prohibited from advertising as its own capital, resources 
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of any other financial institution, including holding companies. Nor may affili- 
ation with a holding company be advertised. 
Mississippi 

4 Miss. Code 1942 Anno., § 5197: 

“The transfer of any part of the stock of a State bank to trustees solely or 
primarily that they may vote the same at annual elections and stockholders’ 
meetings—‘voting trusts’ as they are generally known—is expressly prohibited.” 

§ 5231 permits the annexation of “operating unit banks as branch banks by 
exchanging its own * * * capital shares * * * for the capital shares of the 
bank proposed to be annexed as a branch.” A bank may also annex unit banks 
as branches by the issuance and exchange of its own shares for the assets of 
closed banks. 

§ 5235: 

“Chain banking prohibited.—No corporation shall be formed under the laws 
of this State, nor shall any foreign corporation be admitted to do business in 
this State, if, in any such instance any object, purpose, or power of such cor- 
poration be directly or indirectly, the organization, ownership or operation of 
banks in groups or chains, or in systems commonly referred to as group banking 
systems or chain banking systems. * * *” 

New Jersey 

N. J. Stat. Anno., § 17: 9A-90.1: 

“Agreements hereafter made between two or more of the stockholders of a 
bank pursuant to which stock of the bank held by them is transferred to or de- 
posited with a trustee or agent for the purpose of vesting in such trustee or agent 
the right to vote thereon, shall be invalid; * * *” 

Earlier provisions limiting the amount of stock a corporation might hold in 
State banks, trust companies, and national banks were repealed in 1948. 


Oregon 


4 Oreg. Comp. Laws Anno., § 40—-2401—40-2407 regulates corporations which 
control banks. A “bank” is “deemed to mean any national banking association, 
or any state bank or trust company, which is under the supervision or control 
of the superintendent of banks of the state of Oregon.” A corporation is 
“cleemed to ‘control’ a bank, corporation or association when it owns, holds, con- 
trols, by itself or in agreement with others, or has an option for the purchase of 
a majority of the voting stock of any such bank, corporation, or association.” 

§ 40-2402: 

“Any corporation, now or hereafter organized in this state, or licensed to do 
business herein, which controls, or shall control any bank, shall be subject to the 
following restrictions: 

“(a) It shall not borrow money or otherwise secure credit, directly or indi- 
rectly, from such bank, unless such loan or credit he adequately secured by collat- 
eral other than stock or evidences of indebtedness of any corporation which it 
controls. Loans made by any such bank to any person, corporation, or combina- 
tion of individuals for the benefit of the controlling corporation shall be con- 
strued as loans made directly to such corporation. 

“(b) It shall not sell any stock, securities or other evidences of indebtedness 
of any other corporation which it controls to or through such bank: nor shall it 
use such bank as an agent for the purpose of selling or otherwise disposing of 
such stock, securities or other evidences of indebtedness without having first ob- 
tained from the commissioner a permit so to do.” 

§ 40-315: 

“Whenever stock representing the controlling interest in any bank or trust 
company is to be sold, exchanged or otherwise disposed of, the superintendent of 
banks immediately shall be notified in writing by the vendor and no transfer of 
such stock shall be entered upon the books of the bank or become effective until 
thirty days after notice has been received at the office of the superintendent of 
banks or until such sale, exchange or other disposition shall have been approved 
and consented to in writing by the superintendent of banks.” 


Pennsylvania 


Purdon’s Pa. Stat. Anno., Title 71, § 735—402: 

“The Department of Banking shall have the power to supervise, regulate, limit, 
or prohibit the activities of corporations or persons affiliated with institutions 
to the same extent as such activities of corporations or persons affiliated with 
national banking associations, or with members of a Federal Reserve Bank, are, 
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or shall be, supervised, regulated, limited, or prohibited by general law, or by 
reculations issued by any Federal authority pursuant to law. 

“RB. For the purpose of determining the condition of, and obtaining full infor- 
mation about, an institution, the department may examine and investigate the 
property, assets, books, papers, and affairs of any corporation or person affiliated 
with such institution, A corporation or person shall be deemed to be affiliated 
with an institution for the purposes of this section if— 

“(1) It is owned directly or indirectly by such institution ; or 

“(2) It owns directly or indirectly such institutions ; or 

“(3) It is owned directly or indirectly by the same person or corporation 
which owns directly or indirectly such institution ; or 

“(4) The election of a majority of its board of directors is controlled di- 
rectly or indirectly by any instrumentality, agency, or arrangement that 
controls directly or indirectly the election of a majority of the board of 
directors of such institution; or 

“(5) A majority of its directors are also directors of such institution; or 

“(6) Members of its board of directors constitute a majority of the board 
of directors of such institution; or 

“(7) Substantially all of its principal executive officers constitute a ma- 
jority of the board of directors of any such institution, or comprise all or 
substantially all of the executive officers of any such institution; or 

“(8) Its board of directors is composed of executive officers of any such 
institution ; or 

“(9) It dominates or controls, in whole or in part, the busines or policy 
of such institution, either by contract or otherwise. 

“Provided, however, that the department shall not have power to examine 
any corporation or person as an affiliated corporation or person under this 
section, unless—(1) it either directly or indirectly owns or is owned by an 
institution; or (2) the institution within the preceding two-year period had 
investments in, or outstanding loans secured, in whole or in part, by shares of 
stock or securities of, such corporation or person, which have no readily ascer- 
tainable market value. 

“For the purposes of this section, the ownership of more than fifty per centum 
of the total number of shares, voted upon at the last meeting of the shareholders 
of a corporation for the election of its directors, shall be deemed to be ownership 
of such corporation. 

“Shares of stock, held in the name of a nominee of any corporation, for the 
benefit of such corporation, shall be deemed to be shares owned or controlled 
by the corporation.” 


Vermont 

Vt. Stat. 1947 Revision, § 5791: “A corporation shall not be permitted to 
acquire or hold stock in other corporations to such an extent that its primary 
business is the holding of such stock * * *” 
Washington 

5 Remington’s Rev. Stat. of Washington. While § 3248 generally forbids 
banks from acquiring bank stock, § 3810 expressly authorizes other corporations 


to “acquire by purchase * * * and to own, * * * and transfer shares of the 
capital stock of any other corporation and by its duly authorized officer or proxy 
to vote such shares * * and to have and exercise all the rights, powers, and 
privileges of any other stockholder, * * *” 


West Virginia 


W. Va. Code 1949, Anno., § 3220: “It shall be unlawful for any person to pur- 





hase and hold stock in any banking institution organized or authorized to trans- 
ct busing SS hereunder for the purpose of selling, negotiating or trading partici- 
pation in the ownership thereof either for the purpose of perfecting control of one 
or more such bat k ng institutions or for the purpose of inducing other persons, 
‘ms or corporations or the general public to become participating owners 
in. Nothing herein shall prevent the ownership of stock in any such bank- 
stitution by any person for investment purposes.” ; 
Wis. Stat. 1951, § 221.56: 


any de mestic corporation, investment trust, or other form of trust which 
hold or in any manner control a majority of the stock in a state bank 
company shall be deemed to be engaged in the business of banking and 
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shall be subject to the supervision of the state banking department. It shall file 
reports of its financial condition when called for by the commissioner of banks, 
and the commissioner may order an examination of its condition and solvency 
whenever in his opinion such examination is required, and the cost of such 
examination shall be paid by such corporation or association. Whenever in the 
opinion of the commissioner the condition of such corporation or association 
shall be such as to endanger the safety of the deposits in any bank or trust com- 
pany which is owned or in any manner controlled by such corporation, or the 
operation of such corporation, association or trust shall be carried on in such 
manner as to endanger the safety of such bank or trust company or its depositors, 
the commissioner may order such corporation or trust to remedy such condition 
or policy within 90 days and if such order be not complied with, the commissioner 
shall have power to fully direct the operation of such banks or trust companies 
until such order be complied with, and may withhold all dividends from such 
corporation or trust during the period in which the commissioner may exercise 
such authority. 

“(2) The provisions of subsection (1) shall apply to any foreign corporation, 
association, investment trust, or other form of trust which shall be authorized 
to do business in Wisconsin, * * *” 


i irginia 

Code of Virginia, 1950, § 6-102: 

“Dealings with self or affiliates.—No trust company or bank doing a trust busi- 
ness shall buy any property for a trust from itself, or a department or branch 
thereof, or from an affiliate or subsidiary corporation, or from an officer or 
employee of such trust company or bank. Any such purchase shall be voidable 
at the election of any beneficiary or successor trustee. 

“A sale of any trust property by a trust company or bank doing a trust business 
to itself, or a department or branch of such trust company or bank, or to an 
affiliate or subsidiary corporation, or to an officer or employee of such trust 
company or bank shall be a breach of trust and voidable at the election of any 
beneficiary or successor trustee. 

“But a trust company or bank as trustee of one trust may sell to itself as 
trustee of another trust, and as such trustee of such other trust may buy from 
itself as trustee of the first trust, bonds and negotiable notes directly secured 
by a first lien on improved real estate which at the time of sale satisfy the re- 
quirements of § 26—40.” 

§ 6-107: 

“Hramination of affiliates —The Commission may, also in connection with the 
examination of any bank, make or cause to be made such examination of the 
affiliates of the bank as shall be necessary to ascertain the financial condition of 
the bank and to disclose fully the relations between the bank and its affiliates 
and the effect of such relations upon the affairs of the bank. 

“For the purpose of this section the term ‘affiliate’ of any bank shall mean any 
corporation, business trust, association, or other similar organization (1) of which 
such bank, directly or indirectly, owns or controls either a majority of the voting 
shares or more than fifty per centum of the number of shares voted for the elec- 
tion of its directors, trustees, or other persons exercising similar functions at the 
preceding election, or controls in any manner the election of a majority of its 
directors, trustees, or other persons exercising similar functions, or (2) of which 
control is held, directly or indirectly, through stock ownership or in any other 
manner, by the shareholders of such bank who own or control either a majority 
of the shares of such bank or more than fifty per centum of the number of shares 
voted for the election of directors of such bank at the preceding election, or by 
trustees for the benefit of the shareholders of any such bank, or (3) of which 
a majority of the directors, trustees, or other persons exercising similar functions 
ure directors of such bank.” 


Senator Lenman. Does the present act contain any percentage 
figure with regard to stock ownership / 

Mr. Rosrrrson. The present existing law ? 

Senator Lenman. Yes. 

Mr. Roserrson. Exactly the same as it does in S. 76 and in our pro- 
posal. 

Senator Leuman. 50 percent ? 
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Mr. Rosertson. That is right. One of the purposes of using that 
definition is to keep it in harmony with existing law so that you do 
not have to amend existing law in any respect. 

This would be companion legislation covering the two gaps in exist- 
ing legislation. That is all it would do. 

The Cuamman. Any questions, gentlemen? Then we thank you, 
gentlemen, for being with us this morning and we will excuse you. 
You will give us the comparisons of these ‘three bills. We will have 
the one you proposed this morning printed and have it available to- 
morrow for members of the committee as well as others who may want 
it. I presume that can only be done as a committee print, but I see 
nothing wrong with that. All we are trying to do is to get that printed 
so interested people can read it. Iam sure ‘that those who will testify 
in the next few days would like to have a copy of what you propose. 
Many people will want copies of what we will call the Federal Reserve 
hill. 

Ir. Rorertson. | 4 they do not refer to this that way. 

The Cuamman. I think it 1s perfectly all right. All we are trying 
to do here is to find out what is in the best interests of the country. 

Mr. Ropertson. That is our purpose, too. 

The CHairman. In the best interest of big banks, little banks, 
manufacturers, those who loan and borrow money, and the best interest 
of the general banking situation of America. That is the purpose of 
the legislation and I do not know of anybody who has any pride in 
authorship. I know I have none. 

We would like to end up with the best possible bill that will serve 
all of the people and serve them the best. 

Senator Gotpwarer. I just wanted to ask one more question. 

The Cuatrrman. Senator Goldwater. 

Senator Gotpwater. Do you feel there is extreme urgency in this 
matter? Do you think it is something that might possibly wait for 
longer deliberations that might extend through the summer and fall 
and be taken up next year ¢ 

Mr. Rorerrson. There is no great urgency about it. It has been 
put off now for 20 years and should not be put oif forever, but there 
is no urgency about it. 

The Cuarrman. I presume that would be a matter of viewpoint. 

Mr. Roserrson. Pardon me; that is true. 

The Cuairman. We possibly will have some witnesses who will feel 
that it is urgent. 

enator Bricker. At least it has not been considered urgent in the 
judgn ent of the Congress. I know there was a bank holding company 
bill up in the 80th Congress. It was on the calendar and was passed 
out of this committee. It was never called up. I think Mr. Eccles 
had some interest in that bill. 

The Cuamman. Thank you very much, unless there are other 
questions. 

(The information supplied by the Federal Reserve Board follows :) 


MEMORANDUM OF THE VIEWS OF THE BOARD OF GOVERNORS OF THE FEDERAL RESERVE 
SYSTEM REGARDING BANK HOLDING-COMPANY LEGISLATION 


Two bills relating to bank holding companies are now pending before the Senate 
Banking and Currency Committee. In general and without reference to details, 
these bills may be summarized as follows: 
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S. 1118, introduced by Senator Capehart, would define a “bank holding com- 
pany” as any company which owns 25 percent or more of the shares of two or 
more banks or which is determined by the Board of Governors to exercise a con- 
trolling influence over two or more banks. A bank holding company could not 
acquire any bank shares without the Board's consent and also the consent of either 
or both the Comptroller of the Currency and the appropriate State supervisory 
authority. Bank assets could not be acquired without the consent of the Board, 
the Comptroller, or the appropriate State authority, and in some instances the 
consent of two or all three of these agencies. No holding company could acquire 
bank shares or assets in any State in which it does not now have its head office 
or the office of any subsidiary or in States prohibiting branch banking. Holding 
companies would be required to divest themselves of nonbanking interests with 
certain exceptions. Additional provisions relate to registration, reports, and 
examinations of bank holding companies, borrowings by holding companies from 
their subsidiary banks, judicial review, criminal penalties, and amendments to 
existing law. 

S. 76, introduced by Senator Robertson, would define a “bank holding com- 
pany” as any company which, after April 15, 1953, owns 50 percent or more of 
the shares of an insured bank. A bank holding company owning more than 5 
percent of the shares of any insured bank would be prohibited from acquiring 
bank shares except with the approval of the Board, the Comptroller of the Cur- 
rency, or the Federal Deposit Insurance Corporation. sank holding companies 
would be required to divest themselves of their interests in nonbanking organi- 
zations. Criminal penalties would be provided for violations of the act. 

When bills on this subject were pending in the spring of 1952, the Board of 
Governors made a careful reexamination of the whole subject in order to deter- 
mine the basic nature of the actual or potential problems relating to bank hold- 
ing companies which are not met by present law. In the light of the bills now 
pending before the Senate Banking and Currency Committee, the Board has again 
reviewed this matter. 

The views of the Board as the result of its current review of the subject are set 
forth in this memorandum. 

The fundamental concept which forms the basis of the Board’s position is that 
regulatory legislation affecting bank holding companies should attempt to meet 
only those problems which cannot adequately be dealt with by the various States 
and then only to the extent necessary to meet the actual needs of the specific 
situations giving rise to these problems. The Board’s approach, therefore, is one 
of minimum control rather than one designed to meet all conceivable situations 
that could possibly arise in the future. With this in mind, we begin by asking 
three basic questions: 

First, what is the bank holding-company problem as revealed by existing facts? 

Secondly, what are the particular aspects of the problem which are not 
adequately met by existing provisions of law? 

And, thirdly, what are the general principles which should be applied in 
drafting legislation to meet these specific problems? 

Types of multiple-office banking 

In seeking to determine the nature of the bank holding-company problem, it 
should be recognized that there are three distinct types of multiple-office banking. 
The most familiar type is branch banking which prevails, with varying degrees 
of limitation, throughout most of the country, though there are some States in 
which it is absolutely prohibited. Wherever it exists, however, branch banking 
is already subject to a reasonable measure of control. Under Federal and State 
laws, banks may establish branches only with the approval of the appropriate 
bank supervisory authorities. 

A second form of multiple-office banking is chain banking, under which a num- 
ber of independently incorporated banks are controlled by the same individual 
or individuals. Through this means it is possible for several banks to be brought 
together under single control and management much the same as in the case of 
holding-company banking. However, we do not suggest at this time any Federal 
legislation to regulate chain banking. The reason lies in the fact that chain 
banking carries its own inherent limitations. Expansion is limited by the per- 
sonal financial means of a single individual or a relatively small group of indi- 
viduals. Moreover, control ceases upon the death of these individuals or else 
it is ultimately diffused among their heirs. 

The third type of multiple-office banking is of course that with which we are 
here concerned—group banking or holding-company banking. The reason for 
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our concern lies in the fact that this type is neither subject to inherent limita- 
tions like chain banking nor adequately restricted by existing law like branch 
banking. Inherent limitations are lacking because, through the corporate device, 
a holding company may acquire control of banks either with funds derived from 
sale of capital to the public or by an exchange of the company’s stock for the 
stock of individual banks. Furthermore, the corporate device makes it possible 
for this control to be perpetuated indefinitely. In order to determine the extent 
to which this type of banking is not effectively restricted by present law, we must 
consider first the existing factual situation as to bank holding-company groups. 
Factual situation 

In the United States there are 34 groups of banks which are generally regarded 
as bank-holding company groups. These 34 groups include 396 banks located 
n 31 States and the District of Columbia, with 1,076 branches, a total of 1,472 
offices. A table showing figures on these holding company groups is attached 
hereto. 

The aggregate deposits of the banks in these 84 groups amount to about $20.8 
billion. This represents 12 percent of the deposits of all the commercial banks 
in the United States, and 15 percent of the deposits of all commercial banks 
in the 31 States and the District of Columbia in which the banks are located. 
The banking offices included in these groups represent 7.6 percent of the total 
number of banking offices of all commercial banks in the United States and 
10 percent of the number of banking offices of all commercial banks in 31 States 
and the District of Columbia. 

It should be made clear that these figures include not only banks controlled 
by the holding companies, but also some relatively large banks which dominate 
certain of the groups or are closely associated with them. Included among 
these banks for the purpose of these figures is Bank of America N. T. & 8. A,, 
even though none of its stock is presently owned by Transamerica Corporation 
\s the committee knows, the relation between that bank and Transamerica 
Corporation is a matter which is now pending before the Federal courts. If 
Bank of America were not included in the figures stated, the aggregate deposits 
of the banks in the 84 groups would amount to approximately 515.6 billion, 
which is 7.9 percent of the deposits of all commercial banks in the United States 
and 9.8 percent of the deposits of all commercial banks in the 81 States and 
the District of Columbia; and the number of banking offices in these groups 
would be 934, which is about 4.8 percent of the number of banking offices of all 
commercial banks in the United States and 6.4 percent of the banking offices of 
all commercial banks in the 81 States and the District of Columbia in which 
these groups operate. 

In addition to the 34 groups covered, there are a number of cases in which 
banks are controlled by other banks and some cases in which one or more banks 
are controlled by nonbanking organizations. However, these cases are not gen 
erally regarded as involving holding company banking of a type which requires 
regulation, because they are not engaged as a business in managing or con 
trolling banks. 

lor reasons to be explained later, only 20 of the 34 holding company groups 
are subject to any degree of regulation under the provisions of existing Federal 
aw; and, consequently, we have certain statistical information regarding these 
groups which we do not have as to those groups which are not subject to 
regulation, 

For example, we know that some of the 20 groups have expanded. During 
the period from 1934 to 1952, inclusive, the net increase in the number of bank 
ng offices operated by the banks in the 20 groups was 341. If Bank of America 
N. T. & S. A. were excluded from these figures, the net increase during this 
period would be 218. 

We also know that in the 20 holding company groups which are now subject 
to regulation there were 96 nonbanking organizations at the end of 1952 with 
aggregate resources of about $600 million. Among these nonbanking enter 
prises were companies engaged in varied types of business, such as home finance 
ing, automobile and installment financing, life, fire, auto, and marine insurance, 
real estate, manufacturing, fish catching and processing, investment, safe deposit, 
ownership of bank premises, and liquidation of assets. Some of these enter 
prises, it will be noted, are engaged in activities not wholly unrelated to the 
banking business. Others, however, are organizations engaged in types of 
business in which banks normally cannot themselves engage directly. 
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Problems presented 


From our study of these facts, we believe that they indicate the existence of 
two major problems in the bank holding company field which are not met by 
eXisting provisions of law. 

One of these is the unrestricted ability of a bank holding company to expand 
its banking operations by acquiring additional banking offices. As a result, situ- 
ations can arise under which a large part of the commercial banking facilities 
in a particular geographical ‘area covering perhaps several States may be con- 
centrated under the management and control of a single corporation. 

The other problem arises from the fact that a bank holding company may 
control not only banks but also various other types of enterprises wholly un- 
related to the business of banking or may itself engage in nonbanking business. 
Our banking laws have long recognized the desirability of prohibiting banks 
from engaging in extraneous businesses. The ordinary nonbanking enterprise 
requires a managerial attitude and involves business risks of a kind entirely 
different from those involved in the banking business. To a great extent, of 
course, banks operate with their depositors’ funds. These funds should be used 
hy banks to finance business enterprises within the limitations and restrictions 
of the banking laws and in accordance with sound banking practices. They 
should not be used directly or indirectly for the purpose of engaging in other 
businesses which are not subject to these restrictions and safeguards. Ob- 
viously, if banks and nonbanking enterprises are controlled by the same cor- 
poration, there is always a danger that the credit facilities of the banks in the 
group may be improperly used for the benefit of the nonbanking enterprises in 
the group. 





Inadequacy of present law 


These two problems—unlimited ability to expand and combination of banks 
and nonbanking enterprises under single control—are not dealt with by existing 
provisions of law regarding bank holding companies. 

The Banking Act of 1988 contained, along with other provisions designed to 
strengthen the banking system, certain provisions relating to affiliates and hold- 
ing company affiliates of member banks. Affiliates of member banks were made 
subject to requirements as to reports and examinations. Limitations were 
placed upon the amount which might be loaned by a member bank to its affiliates, 
including holding company affiliates, and certain requirements were prescribed 
as to the security for such loans, Finally, it was provided that if any holding 
company afliliate should wish to vote stock owned by it in any member bank, it 
must first apply to the Board of Governors for a voting permit and, in doing so, 
agree to submit itself and its controlled banks to examination, to establish cer- 
tain reserve funds, to dispose of all interests in securities companies, and to de- 
clare dividends only out of acutal net earnings. 

Essentially, these are all of the provisions of existing law on this subject. 
They serve to regulate the activities of a bank holding company only if it con- 
trols a member bank of the Federal Reserve System and only if it desires to 
vote the stock of that bank, so that in effect regulation is largely voluntary on 
the part of the holding company. Even if it applies for a voting permit, the 
regulation to which it becomes subject is mostly supervisory in nature. While 
such regulation under existing holding company law is aimed at protecting the 
soundness of the member banks in the group, it does not prevent bank holding 
companies from adding to the number of banks controlled by them or preclude 
them from having extensive interests in enterprises not related to the banking 
business. 


GUIDING PRINCIPLES 


In the light of the factual situation, the Board believes that the soundest ap- 
proach to this matter lies in simple, direct legislation which would be aimed 
solely at meeting the two serious problems which now exist in this field and 
that this can be done through the application of 6 guiding principles. These 
principles relate to (1) coverage, (2) limitation on expansion, (3) divestment 
of nonbanking interests, (4) supervision, (5) enforcement and (6) the ad- 
ministering agency. 

(1) Coverage 


First, the term “bank holding company” should be defined in language broad 
enough to cover all companies normally regarded as bank holding companies, 
including those which control nonmember as well as member banks. 
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Under present law, a company is a “holding company afliliate” (1) if it owns 
or controls, directly or indirectly, a majority of the shares of stock of a member 
bank, (2) if it owns or controls more than 50 percent of the number of shares 
voted in the last election of directors, (3) if it controls in any manner the elec- 
tion of a majority of the directors of the member bank, or (4) if all or sub- 
stantially all of the member bank’s stock is held by trustees for the benefit 
of the shareholders of the company. We believe that a definition of “bank hold- 
ing company” in substantially the same language, but with certain changes, 
would adequately cover all companies which give rise to the problems in this field. 

In the first place, the definition should cover companies which control any 
banks, whether members of the Federal Reserve System or not, since the need for 
restricting expansion by bank holding companies exists whether or not the banks 
controlled by them are member or nonmember banks. Secondly, in order to pre- 
vent evasions through reduction of stock ownership to less than a majority, the 
definition should be so phrased as to continue to cover any company which fell 
within the definition as of a specified date prior to enactment of the new law, 
as long as such company continues to own any stock of any bank. In the third 
place, the definition should cover any successor organization, in order to pre- 
clude the possibility that a bank holding company might escape regulation merely 
by transferring the bank stocks owned by it to some other organization which 
would not itself technically fall within the definition 

It is the Board’s considered conclusion that, with the changes suggested, a 
definition of “bank holding company” similar to the definition in present law 
would be entirely adequate \fter applying such a definition to the facts of 
each known case, we believe that it would cover all holding companies which 
need to be restricted in order to carry out the purposes of the law. If it should 
later develop that some companies not covered by the definition ought to be 
subject to the restrictions of the law, it would, of course be possible for Con- 
gress further to amend the law However, the mere possibility that one may 
devise some means of which we are not now aware in order to evade the law does 
not warrant the vesting of unlimited authority in an administrative agency to 
subject such companies and possibly numerous others to its control. In other 
words, we think it would be unnecessary and inadvisable to give the adminis- 
tering agency discretionary authority to bring additional companies under 
coverage of the definition. 

On the other hand, the Board feels that it would be desirable for the adminis- 
tering agency to have some authority to exempt from the definition any company 
which is determined not to be engaged as a business in holding bank stocks, or 
in managing or controlling banks, to such an extent as to require regulation 
of the company in order to carry out the purposes of the legislation. No such 
exemptions should he made, however, except after consideration of certain 
factors to be stated in the law. such as the nature of the company’s business, the 
number of banks controlled by it, and the area of its operations. Also, any such 
exemption should be subject to revocation at any time. 


(2) Limitation on expansion 


A bank holding company sheuld be prohibited from acquiring additional bank 
stocks or merging with another bank holding company, except with the consent 
of the administering agency. 

It is proposed that, in determining whether to give its consent to any proposed 
acquisition of bank stocks or to any merger of bank holding companies, the 
administering agency should be required to take into consideration certain stand- 
ardy which would be stated in the law. These standards would be: (1) The 
financial history and condition of the applying bank holding company and of 
the banks controlled by it; (2) the prospects of the holding company and its 
controlled banks; (3) the character of the management of the holding company 
an of its controlled banks; (4) the convenience and needs of the communities 

mecerned ; and, finally, (5) whether or not the proposed transaction would have 
the effect of expanding the bank holding-company system beyond limits consistent 


with sound banking and the public interest and the preservation of competition 
in the field of banking. 

it is also proposed that, in granting its consent, the administering agency 
should have authority to prescribe such conditions as it might deem necessary 


n order to assure the maintenance of the relative financial status and character 
of management of the bank holding company and of its controlled banks. Such 
conditions might, for example, cover such matters as the maintenance of adequate 
capital and reserve funds by the holding company. 
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icquisition of bank assets 


We do not think it necessary for holding company legislation to require the 
prior consent of the administering agency for acquisition of bank assets, as 
distinguished from bank stocks. 

Ordinarily, a holding company acquires stocks of banks rather than assets of 
banks; and where one of its controlled banks acquires the assets of another 
bunk, the result is usually the conversion of that other bank into a branch of the 
acquiring bank. In such cases it would be necessary under existing law that 
the consent of one of the bank supervisory agencies be obtained before the branch 
could be established. 

In those relatively few cases in which the acquisition of bank assets would 
have the effect of eliminating the bank whose assets are taken over, the matter 
is one which falls within the field of bank supervision rather than that relating 
to bank holding companies. We believe it should be covered, not by bank holding- 
company legislation, but by other provisions of Federal law which relate spe- 
cifically to this matter. Such provisions are now contained in section 18 (c) of 
the Federal Deposit Insurance Act which requires the prior approval of the 
appropriate Federal bank supervisory agency before any bank may acquire the 
assets of another bank if the capital and surplus of the resulting bank will be 
less than the capital and surplus, respectively, of the banks involved. 

If any further restrictions on the acquisition of bank assets are necessary, we 
helieve they should be provided by direct amendments to section 18 (c) of the 
Federal Deposit Insurance Act. The provisions of that section could be given 
broader scope by making them applicable to all mergers and consolidations of 
banks and acquisitions of bank assets, irrespective of the capital structure of 
the resulting bank; and standards could be prescribed in the law which would 
require the supervisory authorities to consider, not only the capital condition of 
the banks involved, but also the effect of proposed mergers and consolidations 
upon competition in the field of banking. 


States’ rights 


Provisions of the legislation designed to regulate the expansion of bank holding 
companies should be coupled with provisions which will effectively preserve the 
rights of the States in this field. 

For this purpose, we propose that the administering agency be required to 
obtain the views of the appropriate State authority before passing on any appli- 
cation for the acquisition of the stock of a State bank by a bank holding company. 
As an even more effective means of guaranteeing States’ rights, there should be 
a provision to the effect that the administering agency could not approve any 
acquisition by a holding company of the stock of any bank in any State in which 
such acquisition of stock would be expressly prohibited by the statutes of such 
State. Such a provision would apply to holding companies the same principle 
now applied to branches by the Federal banking laws which prohibit a national 
bank from establishing a branch unless the laws of the particular State expressly 
authorize the establishment of branches by State banks. <A provision of this kind 
would adequately and effectively guarantee to each State freedom to deal as it 
pleases with bunk holding company expansion within its borders. 

At a later point, it will be explained why we feel that provisions prohibiting 
acquisitions of bank stocks across State lines or in nonbranch States would not 
in fact protect the rights of the States in this field but on the contrary would 
interfere with those rights. 


(3) Divestment of nonbanking interests 


Our third principle is that all bank holding companies should be required, after 
a reasonable period of time and with appropriate exceptions, to divest themselves 
of ownership of shares of stock and similar equity interests in nonbanking 
enterprises. 

We doubt that it would be necessary to require bank holding companies to dis- 
pose of debt obligations of nonbanking enterprises, as distinguished from stocks 
and other equity interests, since it is not ownership of obligations but ownership 
of stock which enables bank holding companies now to combine control of banks 
with contro! of nonbanking businesses. 

As far as exceptions are concerned, we believe that they should be kept to a 
minimum. It would seem reasonable, however, to permit bank holding companies 
to hold stocks of safe-deposit companies and companies engaged solely in a 
fiduciary business ; and consideration might be given to the inclusion of a limited 


authority in the administering agency to exempt ownership of shares of any 
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company whose activities are so closely related to the business of banking as to 
be a proper incident thereto, as for example, a company engaged in owning the 
bank’s premises. 

It would be desirable to provide bank holding companies with appropriate tax 
relief in connection with divestment of their nonbanking interests as required by 
the new law. The drafting of such provisions, however, would be of primary con- 
cern to the Treasury Department and we make no specific recommendations. 


(4) Supervision 

Provision should be made for the registration of all bank holding companies ; 
and the administering agency should be authorized to obtain such information re- 
garding bank holding companies and their subsidiaries as may be necessary to 
enable it to pass judgment on proposed acquisitions of bank stocks, to determine 
compliance with the law, and to keep Congress informed. This information could 
be obtained through reports, or, if necessary, by examinations. We believe that 
no additional provisions for the supervision of bank holding companies would be 
necessary in order to accomplish the basic objectives of the legislation. 


(5) Enforcement 


Having in mind the desirability of keeping the legislation to a minimum, we feel 
that the only essential measure of enforcement, and the most effective one, would 
be provision for criminal penalties for violations of the law and of such conditions 
as may be imposed by the administering agency in granting its consent to acqui- 
sitions of bank stocks by bank holding companies. This would place complete 
responsibility for enforcement of the law in the law-enforcement branch of the 
Government, the Department of Justice. 


(6) Administering agency 


Finally, administration of the legislation should be vested in a single agency 
of the Federal Government to be determined by Congress. It should be empha- 
sized again in this connection that the Board is not seeking additional authority 
for itself in this field and makes no recommendation as to what agency should 
be selected to administer the legislation. The Board feels strongly, however, that 
it would be a mistake to distribute authority and responsibility with respect to 
bank holding companies among several agencies of the Federal Government or, 
as provided by one of the pending bills, among not only the Federal agencies but 
also the 48 State bank supervisory agencies. 

It should be borne in mind that under the simplified approach suggested by 
the Board, the authority of the administering agency to take restrictive actions 
would be limited solely to passing upon acquisitions of bank stocks by bank hold- 
ing companies. It would not conflict or interfere with any powers now vested in 
the three bank supervisory agencies of the Federal Government. Since all 
national banks and most State banks are normally prohibited by existing laws 
from acquiring bank stocks, the administering agency’s authority would ordi- 
narily be exercised only in those cases in which the bank holding company is 
not itself a bank. 

Distribution of responsibility among several agencies would inevitably result in 
duplication of effort and possibly in conflicts in policies and procedures. The 
several agences involved might be obtaining substantially the same information 
from some bank holding companies. At the same time, no one of the agencies 
would be likely to have sufficient information to give it the total or overall 
picture with respect to all bank holding companies. Any reasons of which we 
ean think for distributing authority among the various supervisory agencies 
would be far outweighed by the advantages of uniformity of policies and pro- 
cedures and by the economy and efficiency which would result from administra- 
tion by a single agency of the Government. 


THE PENDING BILLS 


Having outlined the general principles which we believe should form the basis 
for minimum legislation on this subject, it is now appropriate to apply these 
principles to the two bills pending before this committee, S. 1118 and S. 76. With 
this in mind, our comments will be directed only to the principal features of the 
bills. There are, however, a number of technical or minor respects in which the 
Board might wish to suggest changes in the bills and, if the committee wishes, 
it will be glad te furnish a supplemental memorandum of such technical sug- 


gestions 
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S. 1118 


The bill S. 1118S is in many respects more restrictive than any bill on this sub- 
ject which has been considered in recent years. We believe that it would go far 
beyond the necessities of the situation and would present serious administrative 
problems. 

Under this bill, the term “bank holding company” would be defined as any 
company which owns or controls 25 percent or more of the stock of two or more 
banks or of another bank holding company, or any company which might be 
determined by the Board of Governors to exercise a controlling influence over 
two or more banks. Because of its low percentage test, such a definition would 
probably cover a number of existing companies which would not need to be cov- 
ered in order to carry out the basic objectives of the legislation; and it would 
be difficult to say how many companies might unnecessarily be covered by the 
definition in the future. For reasons previously indicated, we feel that it is 
unnecessary and undesirable to vest the administering agency with a broad dis- 
cretion to bring companies under coverage of the bill even though they do not 
meet the percentage requirements of the definition. : 

The administrative problems presented by the excessive coverage of the 
definition would be accentuated by the fact that, while certain charitable and 
similar organizations would be exempted, the bill contains no authority in the 
administering agency, such as we have suggested, to exempt companies which 
accidentally or technically might fall within the definition but which are not 
actually engaged as a business in managing or controlling banks to such an 
extent as to require their regulation in order to accomplish the purposes of the 
law. 

Under the definition contained in this bill, a company would not be a bank 
holding company unless it controlled at least two banks. However, the potential 
abuses resulting from the nonbanking interests of bank holding companies exist 
even where the holding company controls only one bank. For example, if a 
company controlled only one bank, but a very large bank, and the company also 
controlled nonbanking businesses, it would not be affected by the requirements of 
this bill although such a situation might be more objectionable than a situation 
in which a company owns 25 percent of the stock of each of two or more smaller 
banks along with nonbanking interests. 

S. 1118 would require prior administrative consent for acquisitions of bank 
stocks or bank assets. For reasons previously stated, we feel that this legisla- 
tion is not the proper place for limitations with respect to acquisitions of bank 
assets. On the other hand, the bill would not prevent the merger or consolidation 
of two or more bank holding companies. 

The bill would make it impossible for a bank holding company to acquire the 
stock or assets of any additional bank without the consent, not only of the Federal 
agencies involved, but also of the appropriate State authorities, if any bank which 
would be “affected” by the transaction is a State bank. Such a situation might 
result in the conversion of State banks to National banks, or vice versa, depend- 
ing upon which supervisory agency seemed to be more liberal in its approach. 
In addition, the bill would prohibit any bank holding company or any of its 
subsidiaries from acquiring bank shares or assets across State lines or in any 
State in which such acquisition would not be in conformity with the State’s 
branch banking laws. 

We believe that the Federal Government should not attempt to encroach upon 
the right of the States to determine their own polic ies as to brane! anking and 
bank holding companies. However, this would inevitably be the effect of the 
provisions of S. 1118, even though they were apparently designed to protect the 
rights of the States. Actually, they would compel a State to apply to bank holding 
companies rules at least as restrictive as those which it may have seen fit to 











apply to branch banking. Obviously, this would be neither logi Lon sirable 
since a State’s policy as to branch banking may very well not ¢ wi with its 
policy as to bank holding companies. It is well known that in s States in 
which branch banking is prohibited, bank holding companies | ed for 


many years 

There may be times, as in the past, when a State might be glad to have a 
bank holding company come to the assistance of one of its hanks and f} ereby 
maintain banking facilities in the particular community However, this assist- 
ance would not be possible under 8, 1118 unless that State happened to be one 
which authorizes branch banking and, even in that event. unless a bank holding 
company or its subsidiary already carries on its principal operations within the 
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State. Occasions requiring such assistance occur suddenly and it would not 
always be easy in such cases to obtain emergency legislation. 

In the Board’s opinion, each State should be left entirely free to deal with 
bank holding companies, if it so desires, on a basis different from that applied 
by it to branch banking and to express freely its policy as to the operation of out- 
of-State holding companies within its borders. We suggest again that the rights 
of the States in this field could better be preserved and protected by provisions 
such as those which we have recommended requiring consultation with the State 
authorities and prohibiting acquisitions of bank stocks in any State in which 
such acquisition of stock would be expressly forbidden by State law. 

With respect to the provisions of the bill regarding nonbanking interests, we 
question the necessity of requiring bank holding companies to divest themselves 
of their ownership of obligations of nonbanking organizations and we doubt the 
desirability of the many exceptions to the requirement for divestment contained 
in the bill. For example, the bill would authorize bank holding companies to 
own, without any limit, shares or obligations of investment companies. Since 
investment companies would normally have interests in various kinds of busi- 
ness organizations, this broad exemption would seem to be inconsistent with 
the basic purposes of the bill. 

Sectio 9 of the bill would authorize any shareholder, bank, company, or in- 
dividual who is “directly interested” in any proposed transaction requiring 
approval under the act to apply for such approval by the appropriate administer- 
ing agency. The section would also authorize any person directly affected by 
any determination of the administering agency to bring proceedings for judicial 
review and even a trial of the facts de novo by the reviewing court. These pro- 
visions would, in the Board’s opinion, seriously hamper the administration of 
the law and, by their vagueness, provide a field day for lawyers. They would 
be at variance with the spirit and intent of the Administrative Procedure Act 
which exempts from judicial review action committed to agency discretion. 
Arbitrary, capricious, or unlawful action on the part of the administering 
ageney should be, and is, subject to review by the courts; but, in the absence 
of action of this kind, it is difficult to see why the judgment of a court should 
be substituted for the discretion committed by Congress to an agency which 
presumably has expert knowledge in the field. 

S. 1118 would distribute authority and responsibility for its administration. 
While ostensibly only the consent of the Board of Governors would be required 
for acquisitions of bank stocks, actually the consent of the Comptroller or the 
State authority would also be necessary. If any bank “affected” by the proposed 
transaction is a national bank, the Board could not give its approval unless the 
Comptroller of the Currency should also consent. Consequently, the Comptroller 
would be required to make much the same investigation as the Board, with 
resulting duplication of effort. Similarly, if any bank affected were a State bank, 
the appropriate State supervisory authority would be given a veto power. In the 
case of acquisitions of bank assets by banks, authority would be distributed among 
the Comptroller of the Currency, the appropriate State supervisory authority, 
and the Board of Governors. depending upon the nature of the acquiring bank ; 
but here again no approval could be given if any National or State bank were 
“affected” by the transaction and if the Comptroller or the State authorities 
should object, so that in many cases the consent of 2 agencies would be necessary 
and in some instances the consent of all 3 might be required. 

For the reasons previously stated, the Board believes that such a diffusion of 
responsibility for the administration of the law would be a serious mistake. 

Two other provisions of S. 1118 should be mentioned. 

The bill begins with a declaration of policy which states that a bank holding 
company and its subsidiary banks shall constitute a branch banking system when 
in fact it does not. The purpose of this provision is not entirely clear. If the 
provision should be interpreted as a substantive requirement that the adminis- 
tering agencies apply to bank holding company all provisions of Federal law 
which are applicable to establishment of branches, the provision would obviously 
create serious problems of interpretation and administration. 

Finally, the Board feels that the provisions of section 7 of the bill which would 
completely prohibit loans by a subsidiary bank to its bank holding company are 
unnecessarily restrictive. If provisions on this subject are considered necessary, 
it would seem sufficient to include provisions similar to those now contained in 
section 23A of the Federal Reserve Act which place certain limitations as to 
amount and collateral on the loans which may be made by member banks to their 
holding company affiliates or other affiliates. We feel, however, that no provi- 
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sions with respect to this matter are necessary to accomplish the main objectives 
of this legislation. To the extent that it is desirable to restrict loans by member 
banks to their holding company affiliates, the matter is already covered by the 
Federal Reserve Act. As to nonmember banks, the States should be left free to 
determine the means for protecting such banks from the possible hazards re- 
sulting from loans to their affiliated organizations. 

S. 76 

The bill S. 76 conforms in general to the basic approach recommended by the 
Board and to the general principles heretofore outlined. In only two respects 
does it seem to depart from these principles. First, it would distribute authority 
among the three Federal bank supervisory agencies. Our reasons for opposing 
such a distribution of responsibility have been fully stated. In the second place, 
though perhaps of less importance, the bill does not contain any provision for the 
obtaining of necessary information through reports and examinations. These pro- 
visions, we believe, would be desirable, particularly if the administration of the 
law were vested, as we recommend, in a single agency of the Government. 

In certain respects, we would wish to suggest changes in S. 76. For example, 
we believe that the definition of the term “bank holding company” should cover 
companies which control any bank instead of only insured banks: and we see no 
reason why mutual savings banks should be exempted from the definition as the 
bill would provide. We think that the bill should cover mergers or consolidations 
of two or more holding companies. We question the necessity of circumscribing 
the kind and quality of investment securities in which funds of a holding com- 
pany can be invested. And we feel that the provision of the bill regarding the 
rights of the States would be strengthened by the addition of a provision pro- 
hibiting the acquisition of any bank stocks in any State if, in the same circum- 
stances, the acquisition of such stocks would be prohibited by the statutes of that 
State. 

We would prefer to see such matters covered by 8S. 76. However, this bill, 
except for its distribution of authority, follows generally the basic principles 
of the Board’s approach to this problem. 


CONCLUSION 


In concluding, it should be emphasized again that the Board does not consider 
bank holding companies as undesirable per se. It recognizes that in many in- 
stances they have performed valuable services. The fact remains, however, 
that the very nature of the holding company mechanism makes possible certain 
abuses which should be considered and dealt with by Congress. Our overall ob- 
jective throughout our study of this matter has been to determine what new 
legislation is necessary, not as a maximum, but as a very minimum, in order to 
prevent these possible abuses and adequately protect the public interest. 
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Banking offices and deposits of 34 holding company groups 
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Banking offices and deposits of 34 holding company groups—Dee. 3 
/ / f / Ys / 


ie 


Number of banking offices Percent of 
a offices 
of group 
Name and location of holding Deposits banks to 
aainemntat amd Ginte in thou- offices 
Banks | Branches! Total sands of all com- 


mercial 


banks in 


Same State 














M id-< ent Bankshares, I i 
OK 
Oklahoma 2 2 $20, 958 
lexas 2 2 9, 503 
rotal, 2 States t 4 30, 461 
New Hampshire Bankshares, Inc., 
Nashua, N. H.; New Hampshire 5 30, 426 
Northwest Bancorporation,? Minneay 
olis, Minn 
lowa { 4 163, 577 
Minnesota 4( 3 43 844 
Montana 7 7 82 
Nebrask 5 127 
North Dakota 9 9 RQ, 257 
South Dakota 1 19 23 134, 379 
Wisconsin l ! 23, 260 
Potal, 7 States 7 22 g2 1, 464, 967 
Old National Corp.,? Spokane, Wash 
Washington 2 18 »” 147, 955 
Republic National Co.,2 Dallas, Tex 
(includes Republic National Bank of 
Dallas, with deposits of $514,285,000 
because the stock of the company 
trusteed for the shareholders of the 
bank Texas 8 8 634, 956 
Shawmut Ass ciatior 3oston, Mass 
includes National Shawmut Bank 
of Bost , with 28 branches and d 
posits { $432.368,000, becaus all 
trustees of the association are direc 
tors or officers of the bank; the bank 
shares in the income of the associa 
tior and the executive committes 
of the bank has the right to approv 
the appointment of the trustees of the 
ass ciation); Massachus>tts 12 34 17 531, 542 
Transamerica Corp 1 cisce 
Cc ludes | f ‘ 
N.T. & A., Sar f 
‘ » ranches t ‘ 
$ )8 On nor an) 
tock v owned by Transame 
hsidiar ut the lati 
shiy etween Bank of Ame 
N I & § A ey | 
Cor v | lines | 
ral co 
Ariz : 4 ! 128, 598 
Calif 5 R? 7, 586, 301 
Ne 1 18 174, 812 
Orego () 66 729, 961 
Washingtor | 12 118, 380 
8 4 693 8, 738, 052 
f 
( ) 267. 638 
t 10 14 169, 831 
Angeles, Wash.: Washinget« 4 l 5 19, 032 
W isconsir Bank ares Corp.,?) Mil 
waukee, Wis.; Wisconsin 6 14 20 776, OF7 
Total, 34 1 96 76 1,472 20, 826, 149 


See footnotes at end of table 


18. 29 
48. 50 
64.29 


i6. 87 


1. 82 


1952 1 


Con 


Percent of 


deposits 
of group 
banks to 
deposits 


of all com- 
mercial 


banks in 


6 
26. 


12 


16, 


4] 


same State 


05 
ll 


98 


19 
35 


57 
92 


67 


68 





BANK HOLDING LEGISLATION 47 


Bunking offices and deposits of 34 holding company groups—Dec. 31, 1952 '—Con. 


Number of banking offices Percent of Percent of 
a= - offices de 

of group of ¢ rroup 

Name and location of holding Deposits banks to banks to 
company and Stat (in thou- offices deposits 
Banks Branches. Total sands) of all com- | of all com- 

mercial mercial 

banks in banks in 


Same State | same State 


All commercial banks in above 31 
States and District of Columbia 10, 751 3, 925 | 14, 676 |$138, 706, 445 
Percent of total of banks in 34 groups 
to all commercial banks in same 
States 10. 08 15. 01 
All commercial banks in the United 
States 14, 046 5,274 19,320 | 172, 930, 961 
Percent of total of banks in 34 groups 
toall commercial banks in the United 
States aa 7. 62 12. 04 


¥ | These data include not only banks controlled by holding companies, but also banks which dominate 
certain of the respective groups or are closely associated with them. Some of the latter banks are compara 
tively large institutions 

First National Bank of Boston and Old Colony Trust Co., Boston, with 25 branches and deposits of 


$1,293,790,000, formerly included with the Baystate Corp. group, are not included in these data, because 
it does not appear that the relations currently existing between those banks and Baystate Corp. and its 
controlled banks are such as to warrant their inclusion in the group. If First National Bank of Boston 
and Old Colony Trust Co. were added to the above groups, the totals would be as follows: Banks, 398; 
branches, 1,101; banking offices, 1,499; and deposits, $22,113,939,000. The percentage ratios of the offices and 
deposits in the 34 groups to all commercial banks in the same States amd in the United States would be in- 
creased from 10.03, 15.01, 7.62, and 12.04 to 10.21, 15.94, 7.76, and 12.79, respectively 

Although no stock of Bank of America N. T. & 8. A. is now owned by Transamerica Corp. or its sub- 
sidiaries, Bank of America N. T. & 3. A. is included with the Transamerica Corp. group. The relationship 
between the bank and Transamerica is now pending before the Federal courts. If Bank of America N 
r. & S. A. were excluded from the totals of the 34 groups, the totals would be as follows: Banks, 395; 
branches, 539; banking offices, 934; and deposits, $13,600,326,000. The percentage ratios of the offices and 
deposits in the 34 groups to all commercial banks in the same States and in the United States would he de- 
creased from 10.03, 15.01, 7.62, and 12.04 to 6.36, 9.81, 4.83, and 7.86, respectively 
4 2? The holding companies in these groups are subject to the limited regulation provided by existing law 


The CHatirMAN. Our next witness will be Mr. L. A. Jennings, the 
Deputy Comptroller of the Currency. 

Mr. Jennings, you may proceed in your own way. I believe you 
have a statement. 

Mr. Jenninos. Mr. Chairman, I would like to first say that Mr. 
Gidney, the Comptroller of = Currency, has asked me to extend 
his regrets for his inability to be here today. He has had a long- 
sti unding commitment to receive an honorary LL. D. from Western 
Reserve in Cleveland and also today to deliver the commencement 
address at Cleveland College. I do not have, Mr. Chairman, mimeo- 
graphed copies. Time did not permit. 

The Cuarrman. Do you have a prepared statement 

Mr. Jennrnos. I have a few copies which might be of some assist- 
ance to you, if you would like them. I have four here. 

The CuamrmMan. We will do the best we can. Will you need one to 
read from ¢ 

Mr. Jenninas. Yes. 

The Cuarrman. Then let us have the copies and we will look over 
each other’s shoulders. 

Mr. JENNrNGs. I will have for the committee mimeographed copies 
late this afternoon or tomorrow morning. 
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STATEMENTS OF L. A. JENNINGS, DEPUTY COMPTROLLER OF THE 
CURRENCY; AND TREVOR V. ROBERTS, CHIEF COUNSEL 


Mr. Jenninos. Mr. Chairman and members of the committee; bank 
holding companies enjoy a legally unrestricted power to expand 
through the purchase of a bank’s stock for cash, or an exchange of 
their own shares for those a a | ank, Moreover, such companies may 
engage, to the extent they desire, in enterprises unrelated to banking. 
It cannot be said that all bank holding companies, from the stand- 
point of financial condition and management policies, are always in a 
sound position to expand their ownership of banks, nor that the 
po bility does not exist of an unwarranted use of the credit facilities 
of banks in a ene sroup for the benefit of nonbanking enter- 
prises in that group. For these primary reasons, we believe it is desir- 


ible that bank holding-con pany legislation be enacted. However, 


ee control over holdi ng companies should be achieved, to 
on eatest possible extent, without unnecessarily elaborate govern 


ar 
et supervision. 
soth S. 76 and S. 1118, now pending r before this committee, seek 


to pl seh albnativne restraints on bank holding compaines in the two re- 


spects in which icon restraints are now lacking: (1) expanding in 
th : field of banking, c hiefly tl Doug the AaeEeran OF Nene stocks, and 


(2) engaging in businesses other than banking. The bills differ to 
some extent in approach to these problems, and, in our opinion, a com- 
posite of the better features of each would be preferable to the pro- 

isions of either alone. As a basic document, subject to certain 
chang S which will be recommended, we indicate a preference for 


s. 1118. 

3. The definitions a “bank holding company” in both S. 76 and S. 
1118, as they pertall to the percentages of stock ownership, will 
achieve effective coverage. The spe Ege of the Currency indi- 
cates a preference for the definition of S. 76, which is similar percent- 


agewise to the definition of holding-con pany ‘eiilintes appearing in 
the Banking Act of 1933. as amended. It is recommended, however, 
that the definition be revised to include all banks, rather th: m insured 
banks only : also that the Board of Governors of the Federal Reserv 
Svstem be provided with authority to exclude companies fallin 
within the definition but which need not be subject to regulation in 
rer to accomplish the objectives. 

It is noted that in both S. 76 and S. 1118 the term “bank holding 
company” is defined to exclude any mutual savings bank. It is not 
apparent why there should be an exclusion from the provisions of the 
islation fe r mutual savings banks, and it is recommended that they 
hot be exc uded 

Senato om KER. Is there any mutual savings system that is oper 
ated on a holding-company basis that you know of ? 

Mr. Jennrnos. There are mutual savings banks that have rather 
large holdings in banks, commercial banks, but they do not come 
within the present, definition of holding companies to the best of my 
ke owledge. 

Senator Lenman. Are there any substantial number of banks that 
are not now insured ? 

Mr. JenNiNGs. A very small percentage. I think the total assets of 
banks not insured would be 5 percent of the total assets of the banks. 
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1118 excludes all organizations operated exclusively for religious, 
charits able, scientific, literary, or educational purposes from being 
“classed as or held to be a bank holding company by reason of the 
ownership of the stock of any bank as of the effective date of this Act.” 
It is recommended that this type of exception be omitted from the 
proposed bill. The exemptive power which should be given to the 
Board of Governors of the Federal Reserve System could be utilized 
in all instances deemed advisable. 

4. It is recommended that the “declaration of policy” appearing 
in section 2 of S. 1118 be stricken from the bill. Branch banking and 
hank holding-company operations are not the same and such a decla- 
ration of policy could only lead to confusion. 

5. Section 5 (a) (2) of S. 1118 prohibits, except with the prior ap- 
proval of the Board, any bank holding company from acquiring, di- 
rectly or indirectly, any voting shares of a bank. It is recommended 
that an exception be made in those instances where a bank holding 
company already owns a majority of a bank’s capital stock. 

6. With hee to expanding through the acquisition of bank 
stocks, neither bill would permit any bank stock to be acquired by 
a holding company without the prior approval of one of the F ederal 

supervisory agencies. S. 76 contains no specific geographic limita- 

tions. S. 1118 would prohibit any bank holding company or sub- 
sidiary thereof from iobiianin directly or indirectly, any voting 
shares of, or interest in, or substantially all the assets of, any bank 
located in a different State than that in which the holding company 
or subsidiary is located. We tentatively favor, subject to further 
study and review, the purpose of the provision of S. 1118 which would 
prohibit a bank holding company from expanding into a State other 
than that in which the holding company is located but recommend 
that the prohibition not be applicable unless the laws of the second 
State expressly prohibit such action. 

Section 5 (d) (2) of this bill prevents a bank holding company 
from expanding, through the acquisition of a number of separately 
incorporated banks, into any locations into which a single bank could 
not expand via branches. It is our conclusion that the provision of 
S. 1118 relative to the expansion of a bank holding company within 
its own State should not be made contingent on the branch banking 
laws of that State, and we tentatively favor, subject to further study, 
a provision that such expansion may be authorized unless the laws 
of the State expressly prohibited such bank holding company acquisi- 
tion. This could be accomplished by omitting lines 10 to 22 of page 6 
of S. 1118 and substituting the following : 

Notwithstanding any other provision of this section, no application shall be 
approved under this section which will permit— 

(a) Any bank holding company or any subsidiary thereof to acquire directly 
or indirectly any voting shares or all or substantially all of the assets of any 
bank located outside of the State in which such bank holding company or sub- 
sidiary thereof maintains its principal office and place of business or in which 
it conducts its principal operations if the laws of the other State expressly 
prohibit such bank holding company or State corporation subsidiary acquisition 

Senator Bricker. Has there been any interpretation in the courts 
of the constitutionality of that provision that you know of? 

Mr. Jenntnas. Not to my knowledge. I would like to refer the 
question to Mr. Roberts, our chief counsel. 
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Mr. Roserts. I don’t know of any. 

Senator Bricker. It seems to me it would run right into the Inter- 
state Commerce provisions and could only be made effective by a 
national act such as you are advocating here. That is the only way 
it could be made effective, it seems to me. 

Mr. Rogerts. I have not made a study of it. sir, but I am not ac- 
quainted with any case that would deal with that. 

Mr. Jennrinos (reading) : 

(b) Any bank holding company or any subsidiary thereof to acquire directly 
or indirectly any yoting shares or all or substantially all of the assets of any 
bank, or to merge or consolidate with any bank, located within the State in 
which such bank holding Company or subsidiary maintains its principal office 
and place of business or in which it conducts its principal operations if such 
State expressly prohibits such action on the part of a bank holding company 
or State corporation subsidiary of a holding company. 

With respect to administrative regulation and supervision of 
bank holding companies, S. 76 divides the most important admin- 
istrative functions among three Federal agencies. while S. 1118 vests 
such functions chiefly in the Board of Governors of the Federal Re- 
serve System. However, under the provisions of S. 1118, the acquisi- 
tion by any bank which is a bank holding company or any bank which 
is a subsidiary of a bank holding con :pany of all or substanti: ally all 
of the assets of any bank may not be effected without the prior ap- 
proval of (1) the € ‘omptroller of the Currency. if the acquiring bank 
is a national bank or a district bank, (2) the appropriate State super- 
visory authority if the acquiring bank is an insured nonmember State 
bank, or (3) the Board in the case of all other acquiring banks. We 
consider this, for all practical purposes, to be a duplication of existing 
Federal and State laws. 

The purchase of all the assets or substantially all of the assets of a 
bank almost invariably involves the concurrent assumption of the sell- 
ing bank's deposit liabilities and the establishment of a branch. Un- 
der the Federal statutes, and the State statutes in those States per- 
mitting branch banking, the prior approval of the appropriate bank 
supervisory authority is eave to the establishment of branches. 
Moreover, the purchase of a bank's assets and the assumption of its 
deposit liab ities of another bank must receive the prior approval of 
the Comptroller of the Currency if the purchasing bank is a national 
bank, the Board of Governors of the Federal Reserve System if the 
purchasing bank is a State member bank. and the Federal Deposit 
Insurance Corporation if the purchasing bank is an insured nonmem- 
ber State bank, provided the capital and surplus of the acquiring bank 
would be less than the aggregate amounts of capital or surplus, 
respectively, of the banks involved. In addition, all consolidations 
and mergers of banks must be approved either by Federal or State 
authorities. Therefore, adequate supervisory coverage is already 
1 for instances involving the acquisition of assets. consolida- 
tions, and mergers; so, it is recommended that section 5 (b) of S. 1118 
be el minated. 

Section 5 (c) of S. 1118 provides: 


Before approving any application under this section, the Federal agency con- 
cerned sha ive notice to, and allow 30 days within which yiews and recom- 
mendations may be submitted by, the Comptroller of the Currency if the appli- 
cant company or any bank affected by the application is a national bank or a 
District bank; or to the appropriate supervisory authority of the State in which 
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applicant company or any bank affected by the application is a State bank. If 
the authority so notified by the Federal agency concerned files its written dis- 
approval of the application within said 30-day period the application shall not 
be granted. 

We have already recommended that section 5 (d) be eliminated, so 

section 5 (c) pertains only to the provisions of section 5 (a) which 
make it unlawful, except with the prior approval of the Board— 
(1) for any action to be taken which results in a company becoming a bank 
holding company under section 3 (a) (1) of this act; (2) for any bank holding 
company to acquire, directly or indirectly, any voting shares of a bank; or (3) 
for any bank holding company or subsidiary thereof other than a bank to acquire 
all or substantially all of the assets of a bank. 

We strongly recommend that section 5 (c) be eliminated as we do not 
believe the Comptroller of the Currency or the State supervisory 
authorities should be given the power of disapproval over the matters 
at issue. The Board, in our opinion, should have the exclusive power 
to approve or disapprove, but we consider it would be desirable for the 
bill to provide that the Board obtain the opinion of either the Comp- 
troller or the appropriate State supervisory authority. 

8. Section 8 of S. 76 contains an expression of congressional policy 
“in favor of local ownership and control of banks and competition in 
the field of banking,” and explicitly makes this policy applicable with 
respect to any “expansion of multiple-office banking.” S. 1118 does 
not contain suc ‘h a statement of policy. We favor not including it. 

9, S. 1118 would altogether prohibit loans by a subsidiary bank to 
its parent holding company regardless of security. S. 76 does not 
deal with this matter at all. Under present law, member banks may 
make loans to these affiliates in amounts not exceeding 10 percent of 
their capital and surplus, provided the loans are secured in the man- 
ner specified in law. 

This has worked very well in practice, and there would seem to be 
no reason for imposing more onerous restrictions at this time. How- 
ever present Federal law covers only member banks and would not 
prohibit nonmember subsidiary banks from lending to their parent 
holding companies within limits prescribed by the law of the State in 
which the bank is located. 

In the interest of uniformity, it is believed the restrictions on mem- 
ber bank subsidiaries should be extended to apply to all bank holding 
company subsidiaries. Accordingly, there should be included a sec- 
tion which would prohibit bank holding companies from borrowing 
from their subsidiary banks except under the same terms and condi- 
tions which govern loans which member banks are permitted to m: _ 
to their affiliates by section 23A of the Federal Reserve Act (12 U 
C. 3fl1c). 

0. With respect to nonbanking activities the approach of the two 
bills is very similar. Both bills would prohibit the ownership by 
bank holding companies of any shares of any company other than a 
bank, and would also prohibit bank holding companies from engag 
ing in any activities other than banking. Each bill contains excep 
tions for certain activities long recognized as being closely related to 
banking. Here the provisions of S. 76, although more limited in 
scope, would seem to be adequate. We would be satisfied with either 
provision, 

If the provisions of S. 76 are adopted, there should be added an 
additional exception for ownership of stock in corporations engaged 
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solely ili holding bank premises similar to the exception contained in 
S. 1118. Many banks now have affiliated corporations which own and 
operate bank premises. Member banks are authorized by statute to 
invest up to 10 percent of their capital and surplus in such corpora- 
tions. Since banks themselves can make such mvestments it would 
seem reasonable also to permit bank holding companies to do so. This 
could be done simply by inserting in subsection (1) of section 4 of 
S. 76, after the wo wd “business,” the words “or in holding bank 
premises.’ 

11. S. 1118 contains provisions dealing with registration, reports, 
and examination, which do not appear in S. 76. It is believed that 
such requirements will be helpful in effectively controlling and regu- 
lating holding companies, and they should be incorporated in any 
legislation en: acted. 

12. Section 9 of S. 1118 provides that any ee r, bank, hold- 
ing company affili: ate, company, individual, or group affected by an 
adverse finding will be entitled to a judici: ne review in an action de 
novo. We believe this provision would make administration of the 
law very difficult since there is little doubt that many disapprovals of 
proposed expansion would be submitted to the courts. It would seem 
thi at the decisions made by the supervisory authorities should be speci- 
fically committed to agency discretion, which would not be subject to 
juclicial review under section 10 of the Administrative Procedure Act 
but would be subject to judicial review only in the event of supportable 
allegations that the action of the supervisory agency was arbitrary or 

— ious. 

The Federal Deposit Insurance Corporation has authorized me 
to a that it is in agreement with the views presented by the Office 
of the Comptroller of the Currency on S. 76 and S. 1118. 

The Cuatmrman. Mr. Jennings, you indicate on page 2 that you find 
fault with both bills, but you indicate a preference for S. 1118. 

Mr. Jennrnes. Simply as a basic document. 

The Cuatrrman. You find fault with both and virtue in both, but 
you indicate a preference for S. 1118. The Federal Reserve folks have 
just testified, of course. They do not like S. 1118 or S. 76, but they like 
their own bill. 

Mr. Jenninos. I might say, Mr. Chairman, that in view of the many 
suggestions and changes which we have recommended, it would have 
been almost as easy to say that we recommend as a basic document S. 
76. 

The Cuarrman. I understand. I am trying to point out here the 
difficulty we in the committee are going to have. Your viewpoint is 
different than the Federal Reserve’s viewpoint. 

Mr. Jenninos. I don’t believe, Mr. Chairman, that there are 
material differences. I have not seen the Federal Reserve bill, but I 
do not believe as a matter of fact that its bill would contain important 
differences from the various points that I have outlined here this morn- 
ing. Of course, I am not sure of that. 

The Cuamrman. Are there any questions, gentlemen ? 

Well, I think you have made your position clear. We may desire 
that you come back for testimony later. You have not any specific 
recommendations, have you ? 

Mr. Jennines. Well, there are several specific recommendations 
that we have made. 
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The Cuarrman. Do you think such legislation is needed ? 

Mr. JenNiNGs. We think it is desirable. We don’t know of com- 
pelling reasons for immediate enactment of the legislation, but we 
think it is desirable. Certainly, compelling reasons might arise 2 
months from now, or 6 months from now. 

The Carman. What might be some of those compelling reasons 2 
months or 6 months from now ? 

Mr. Jenntnes. I would say that the main thing I have in mind 
is the Chicago situation which was mentioned before this morning. 
The enactment of this legislation would tend to prevent that type of 
thing. 

The Crairman. I presume your position is that if that got wide 
spread then this sort of ip hae be needed ? 

Mr. Jenninas. Well, I would say very definitely that it would be 
needed if it became widespread. I re expect it will become wide 
spread, however. 

Senator Bricker. Explain what happened in Chicago. I am not 
familiar with it. 

Mr. Jennines. A finance company located in Dallas, Tex., the B: ae 
ers Discount Corp., purchased control of three small State banks i 
Chicago. The finance company, the Bankers Discount Corp., then 
proceeded to sell : i large volume ot fin: unce con pan) Ly paper th: it Was 
far from being first class to those banks, and the banks purchased the 
paper. The State banking department had to move in. One was re 
opened because they were able to reverse the purchase of the paper 
ind return it to Texas. 

I don’t think tney were able to reverse the sales in the other two 
instances and, as a result, one new bank was formed to succeed one of 
the existing banks, and then I believe the third bank suffered sub 
stantial losses, but was able to reopen. 

The CHamman. But all three were closed temporarily ¢ 

Mr. Jennines. All three were closed for a temporary ‘period. All 
of them were State banks, so the minute details never came to my 
attention. I just have the broad background. 

Senator Bricker. Were they insured banks ? 

Mr. Jenninos. All three were insured banks. 

The CuatrmMan. This legislation, then, would have stopped that 
sort of thing / 

Mr. Jenninos. It would stop it because the administrative agency, 
in this instance, obviously would not have permitted the corporation to 
purchase the three banks. 

The Crairman. How do you know there is not a lot of that sort 
of thing existing at the moment ? 

Mr. Jenninas. I think it would clearly come to the attention of the 
supervising authorities. 

The Cuatrman. In this instance it only came to your attention when 
the harm had been done; is that right ? 

Mr. Jenninos. That is right. 

The Cuatrman. How do you know there is not a lot more of it? 

Mr. Jennincs. We know there isn’t, because we are examining banks 
all the time, and as of the last examination date in our national banks 
it did not exist. Of course, it could have occurred in the meantime. 
But normally when the controlling interest in a bank is sold to an 
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other party or to another corporation, it does become public knowledge 
and we find out about it. 

The Cuairman. Did you know that this Texas concern had pur- 
chased the controlling interest in these three banks prior to the time 
the banks became involved / 

Mr. Jennings. I didn’t, but they were State banks, so I wouldn’t 
necessarily have been informed. 

The Cuarman. Did the Federal Reserve or the Federal Deposit 
Insurance Corporation know it 

Mr. Jenninos. I think they found it out within a few days after 
the purchase was effected. Then within a week or 10 days after that 
it came to their attention that large quantities of the finance company’s 
paper were being sold to the banks concerned. 

Senator Bricker. There was no violation of State law either of 
Texas or Illinois? 

Mr. Jennines. There may have been some violation of State law. 

Senator Bricker. That is what I wondered, about the State’s re- 
sponsibility there. 

The CHARMAN. But this legislation, any | of the 3 bills that 
we have before us, would stop tha at sort of thing? ¢ 

Mr. Jennineos. It would, in my opinion. 

Senator Bricker. Just how would that operate ? 

Mr. JenninGs. The administering agency in the Chicago case un- 
questionab ly would not have approved the purchase of the stock in 
the Chicago banks by the finance company in Dallas. They would 
have investigated the finance company and found that it was not in 
first-class condition, 

Senator Bricker. Is there any requirement in State law that the 
State banking department check the purchaser or the financial sta- 
bility of it and the operations of the pe hasing company ? 

Mr. JenntnGs. No, [ don’t think there are any State laws covering 
that. I should say that even with holding company legislation of this 
type on the books, it could happen. The Federal Reserve, if it was 
the administering agency, could go itno the background of a company 
that desired to obtain control of one or more banks, but over a period 
of time the management of the owning companies might do something 
that was wrong. You can never completely control management over 
the vears. 

Senator Bricker. That was the trouble in Chicago, it was a sub- 

equent transaction. 

Mr. Jenntnas. Yes, but it is quite obvious in that case that the 
stock was purchased. 

The Cuamman. Was the control purchased by this Texas company 
of these three banks in Chicago for the purpose of placing with those 
banks their so-called worthless paper ? 

Mr. Jennrnes. In my opinion that was the primary purpose. 

The Cuairman. Is it possible that that might become widespread ‘ 

Mr. Jennines. No, I don’t believe so, Mr. Chairman. This was a 
case of very poor business ethics and poor management and we can 
never legislate that out of existence. I don’t believe it will ever be 
widespread. 

The Cuarman. Under existing law they can do it / 

Mr. Jenninos. They can, sir. 

The Cuarmman. And you think we ought to stop that? 
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Mr. Jenninas. I think to the extent that it is possible we should, 
sir. 

The CuHarrmMan. Senator Lehman ? 

Senator Lenman. Assuming now that authority had been given by 
the Federal Reserve Board to a company to acquire the assets of banks, 
is there anything in the present law or any of these three proposed 
laws that would prevent inefficient management or dishonest manage- 
ment from selling paper to the banks which they controlled ¢ 

Mr. JenninGs. No, Senator Lehman, there is nothing in the present 
law or the three proposed bills that would do that. It is just impos- 
sible to legislate good management. But of course the administering 
agency could certainly prevent the initial purchase of the control of 
the stock of a bank if it thought the background of the management 
of the purchasing company didn’t meet certain reasonable standards. 

Senator LeumMan. Assuming now that there is merit in the principle 
of bank holding companies, do you think there is any sound reason 
why a bank that is controlled by a holding company should be per- 
mitted to finance the parent company, as apparently is permitted under 
existing law or would be permitted under any of these three laws? 

Mr. Jenntnes. We made a suggestion that the existing law continue 
to prevail. In other words, a bank that is a subsidiary of a bank hold- 
ing company may at the present time loan to the holding company, 
the parent company, up to 10 percent of the bank’s capital and surplus, 
but it has to be on a secured basis. ‘That affiliate bank may not loan in 
excess of 20 percent of its capital and surplus to all such affiliates. 
So there is control now and we feel it has worked very well. We would 
not be inclined to change that. 

The CHAIRMAN. Are there any other questions, gentlemen 4 

We would like to have you give us your opinion and perhaps file a 
statement on this third bill that has been introduced this morning. 

Mr. Jennines. We will do that, Mr. Chairman. 

(The statement referred to follows :) 

TREASURY DEPARTMENT, 
COMPTROLLER OF THE CURRENCY, . 
Washington 25, D. C., June 17, 19538. 
Hon. HoMer EB. CAPEHART, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 

My Dear Mr. CHATRMAN: In connection with the stateme nts made by the under 
signed before your committee on June 10, 1953, regarding S. 1118 and S. 76, relat- 
ing to bank-holding company regulation, you requested the views of the Comp- 
troiler of the Currency on the merits of the committee prict of a proposed bill, 
dated June 11, 1953. We have considered this proposal, and, in our opinion, 
its adoption by the Congress would provide a satisfactory means for controlling 
the expansion of bank-holding companies and compelling the divestment of their 
nonbanking assets, if certain additional provisions were incorporated in the bill. 

Section 3 (a) of the proposed bill should be expanded to provide that it shall 
be unlawful, except with the prior approval of the administering agency, for any 
action to be taken which results in a company becoming a bank-holding company 
under the definition contained in section 2 (a) of the bill. 

Section 3 (a) of the proposed bill would prevent the merger or consolidation of 
a bank-holding company with any other bank-holding company without the ap- 
proval of the administering agency. However, the bill is silent on sales of assets 
and assumptions of liabilities, mergers, and consolidations between bank sub- 
sidiaries of holding companies and other banks, when the assuming or resulting 
bank remains under the control of the holding company. Some measure of 
control of sales of assets and assumptions of liabilities, mergers, and consolida- 
tions is now vested in the three Federal supervisory agencies under existing Fed 
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eral statutes where National, State member, or nonmember State insured banks 
are involved, but there are no provisions in this statutes which would permit 
disapproval of such sales and assumptions, mergers, or consolidations solely on 
the grounds of preventing undue expansion or exercising administrative control 
over bank-holding companies. Therefore, it is our view that there should be 
incorporated in section 3 of the proposed bill a new subsection (e), reading as 
follows: 

“(e) In determining whether or not to consent to sales of assets in considera 
tion of assumptions of liabilities or mergers or consolidations, under existing 
law, between banks which are subsidiaries of holding companies and other banks 
when the assuming or resulting bank remains under the control of the holding 

mnpany, the Federal supervisory authorities whose consent is required may con 
sider the factors enumerated in subsection (b) of this section and no such 
determination shal be made without first obtaining the views of the administer 
ing agency.” 

As an alternative to the incorporation of the above-suggested subsection (e¢) 
in the proposed bill, appropriate amendments might be made to the act of 
November 7, 1918, as amended (U.S. C., title 12, sees. 33, 34, 34a, 34b, and 34), 
and section 18 (¢c) of the Federal Deposit Insurance Act (U. 8. C., title 12, sec. 
IS28 (¢)). 

The proposed bill contains no restrictions against a bank subsidiary investing 
in securities of or making loans to the holding company of which it is a sub 
sidiary, or a subsidiary thereof. We believe provisions similar to those con 
tained in section 7 of S. 1118 should be incorporated in the bill, but the absolut« 
prohibition against making loans by a subsidiary to its bank-holding company 
or to a sul sidia ry thereof contained in section 7 (d) of S. 1118, should, we be 
lieve, be relaxed to permit bank-holding company subsidiaries to make loans 
to the sauhtebaied company or subsidiaries thereof under the same terms and 
conditions which govern loans which member banks are permitted to make 
to their affiliates under section 23A of the Federal Reserve Act (U. 8. C., title 12, 
sec. 371¢). 

If the above changes are incorporated into the bill, it will be necessary to 
include in the definitions contained in section 2 a definition of “subsidiary.” 
It is suggested that such definition be similar to the one contained in sec- 
tion 3 (b) of 8. 1118 

The Comptroller of the Currency has authorzed me to state that the above 
represents his views on this subject. 

Very truly yours, 
L. A. JENNINGS, 
Deputy Comptroller of the Currency 
- The Capehart bill is the only proposed legislation that would have 
business. We appreciate very much your testimony this morning, and 
thank you. 

Mr. Jennrnos. Thank you, Mr. Chairman. 

The Cuamman. Now we will recess until 10 o’clock tomorrow morn- 
ing, at which time we will have as witnesses D. Emmert Brumbaugh, 
president, Independent Bankers Association of America; Walton W. 
Steele, vice president, Baltimore Bank, Kansas City, Mo.: William L. 
Gregory, Easton Taylor Trust Co., St. Louis, Mo.; and William J. 
Bryan, first vice president, Independent Bankers Association of 
America. That will be tomorrow. 

Then on the 12th we will have Mr. George Boyles, president of 
American Bankers Association, and Mr. Harry J. Harding, president, 
Independent Bankers Association, Pleasanton, Calif. They will be 
here on Friday. 

If there is nothing further, gentlemen, we will stand in recess until 
10 o'clock tomorrow morning. 

(Whereupon, at 11:15 a. m., the committee recessed until 10 a. m. 
Thursday, June 11, 1953.) 
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Unirep Srates SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

‘The committee met, pursuant to notice, at 10:05 a. m., in room 301, 
Senate Office Building, Senator Homer FE. Capehart, chairman, 
presiding. 

Present: Senators Capehart, Bricker, Bennett, Bush, Payne, Rob- 
ertson, Sparkman, and Frear. 

The CuarrmMan. The committee will please come to order. 

Our first witness will be Mr. Brumbaugh, president of the Inde- 
pendent Bankers Association of America. 

Good morning, Mr. Brumbaugh. You have a prepared statement, I 
believe. 

Mr. BrumpBaucu. Yes, sir. 

The CuarrMaN. You may proceed in your own way. 


STATEMENT OF D. EMMERT BRUMBAUGH, PRESIDENT, INDEPEND- 
ENT BANKERS ASSOCIATION OF AMERICA 


Mr. Brumpauen. My name is D. Emmert Brumbaugh, of Clays- 
burg, Pa.,and I am president of the Independent Bankers Association 
- America. I am also president of the First National Bank, Clays- 
burg, Pa.; a former secretary of banking of the Commonwealth of 
Pennsylvania, and I am a former Member of C ongress from the Key- 
stone State during which time I served as a member of the House 
Banking and Currency Committee. 

In appearing before this committee I am representing 5,212 banks 
out of the 13,439 commercially insured banks in the Nation, of which 
9,456 have less than $5 million in assets. Among these banks approxi- 
mately 8,500 are State banks and 4,900 are national banks. Our mem- 
ber banks are also members of the American Bankers Association. 

he Independent Bankers Association of America is composed of 
the smaller banks of the Nation that are fighting for their existence 
“ cause of the monopolistic trend of present-day banking. 

Che chief offenders in the promotion of this monopolistic trend are 
the bank holding companies that circumvent the law by establishing 
branches” across State lines when the banks themselves do not have 
such a privilege. 

Senator Busu. Mr. Chairman, may I ask a question: 

You say that you are representing 5,200 banks out of the thirteen 
thousand-odd banks. Yours are the smaller banks; is that correct / 

Mr. BrumpaucGH. That is correct. 
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Senator Busu. Where is the dividing line between you and the 
other banks, so to speak¢# In other wor ds, what are the qualifications 
one has to have to get into your association $ 

Mr. Brumeavcu. No qualifications whatsoever. We accept member- 
ship of any independent bank. We have our membership range for 
banks with less than a half million dollars in assets up to some that 
have over $300 million. 

Senator Busu. There is no limitation on the size of the banks join- 
ing your association ¢ 

Mr. Brumpaueu. No; but 95 percent is made up of the smaller 
banks: that is less than $10 million in assets. 

Senator Busu. Thank you. 

Mr. Brumeaven. Practically all our members; yes, sir. 

The Cuamman. All the independent banks are members of the 
American Bankers Association. 

Mr. Brumpavuen. That is correct. 

Senator Buss. Could you explain what is the special need of your 
association, in view of the existence of ABA, and the State associa- 
tion, and so on? 

Mr. Brumeauen. The organization of this Independent Bankers 
Association was brought about due to the continual expansion of 
holding companies in certain sections of the Nation. With the result 
that many of the independent banks were being taken over, and had 
it not been for this organization, by this time there is some possi- 
bility that there would have been nationwide banking by holding 
companies. 

Senator Busn. So really, the primary purpose of your organiza- 
tion is to fight this holding-company trend ¢ 

Mr. Brumpaven. That is correct. 

The CHamman. You say here the chief offenders in the promotion 
of this monopolistic trend are the bank holding companies that cir- 
cumvent the law by establishing branches across the State lines where 
the banks themselves do not have such privilege ? 

Mr. BrumpaueH. That is correct. 

The CHatrman. Can you elaborate a little more on that? 

Mr. Brumpaven. I intended to do that a little later on. 

If you ask me that question at the close, I think I can explain it a 
little further to you. 

The CHarmman. I think it is a very important question. 

Mr. Brumsavuen. I have some explanation on that particular 
subject. 

The Cuarrman. What you are saying is that holding companies 
can do what the banks themselves are not permitted to do? 

Mr. Brumpaven. That is absolutely correct. They are operating 
in many States where the State law does not permit branches. 

The CHatrman. You mean if I own a bank in a town X in State X, 
and I wanted to organize and have some branch banks within that 
State, that the State laws prohibit it, and yet if I was a holding com- 
pany in some other State, that I could come in—— 

Mr. Brumeaven. You could buy a bank in that State, and run it 
as a separate banking institution. There is nothing to prevent the 
holding companies from going in that State. 

The CuatrMan. One or a dozen ? 

Mr. Brumpaven. That is correct. 
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The CHarrMan. Suppose you proceed ? 

Mr. Brompaven. Speaking of holding companies before this com- 
mittee in 1950, Mr. Thomas B. McCabe at that time chairman of the 
board of the Federal Reserve Bank, said: 

The potential evil of unlimited expansion by bank holding companies is a 
very serious one. The holding-company device is a readily available instrument 
for acquiring as many banks as a holding-company management has or can raise 
the funds to purchase. In some instances the acquisition may occur simply 
a result of an exchange of stock of the holding company for that of a bank. 

As each new bank is thus added to those already a part of the holding-company 
system, such bank automatically becomes in effect, though not in name, a branch 
of that banking system. Gradually or precipitately, as the case may be, the 
holding company may obtain and control a greater and greater percentage of 
the banking offices in a particular area. 

It may become the dominant banking influence in such an area. Indeed, it 
may even be possible in this manner for the holding company to extend its 
banking power to monopolistic proportions. 

In the 1945 report of the Federal Deposit Insurance Corporation 
monopoly in banking was deplored in the following language: 

Monopoly in the banking business must be carefully guarded against. Only 
under competitive conditions will the banking system satisfactorily discharge 
its function of allocating credit to those who can make the most efficient use 
of it 

Mr. Chairman, the penn Bankers Association heartily en- 
dorses the Capehart bill, 1118, because it will prevent further in- 
vasion of State rights by bs ih holding companies, and halt monopolies 
in the field of banking. 

For example, the Transamerica Corp. was responsible for the estab- 
lishment of 700 branch banks in California with over $8 billion in 
assets. While it has divested itself of its holdings of stock in the 
Bank of America it still operates and has controlling interest in banks 
in five States. 

Another example is the First Security Corp. of Ogden, Utah, which 
now has over 40 offices, some in States where National and State banks 
are prohibited from establishing branches. This corporation has 
added several banks to its list within the year. 

The First Bank Stock Corp. of Minneapolis, Minn., operates 76 
offices in such States as Minnesota, Montana, North Dakota, and South 
Dakota where in 3 of these States branch banking is prohibited. 

The Northwest Bank Corp. of Minneapolis, Minn., has 91 subs idiary 
banks in 7 States of which 6 of the States prohibits branch banking. 

The Equity Corp. of New York operates 49 offices in 7 States and 
the District of Columbia despite the fact that many of these States 
prohibit branch banking. 

I have brought these ‘holding companies to your attention because 
they represent the wide scope “of territory they are covering and to 
convince you that they are without question of doubt circumventing 
the law by establishing branches across State line in defiance of State 
and National banking regulations. 

In addition the continuance of such monopolistic expansion elimi- 
nates banking competition with the result that these holding companies 
through absentee ownership are not operating in the best interests of 
the communities the »y pretend to serve. 

The Capehart bill which the Independent Bankers Association of 
America supports is not designed to destroy any of these holding com- 
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panies but it is aimed at halting their further expansion by curbing 
their future activities in crossing State lines and subjecting them to 
supervision along the same lines as commercial banks. 

It is unfortunate that the provisions of the Capehart bill were not 
law when the following three banks recently closed in I]linois—the 
West Irving State Bank, Chicago, Ill.; the De me Macks Town State 
Bank, Chicago, Il.; and the First State Bank, Elmwood Park, Il. 

The stock of these three banks was purchased by the Bankers Dis- 
count Corp., Dallas, Tex. Shortly afterward the banks were closed 
and the Federal Deposit Insurance Corporation was forced to reim- 
burse depositors in the sum of $5 million. That is, approximately $5 
million. 

This situation may develop into not only a great loss to the Federal 
Deposit Insurance Corporation, but it proved embarrassing to the 
banking fraternity asa whole. If the provisions of the Capehart bill 
had been in effect the Bankers Discount Corp., Dallas, Tex., would 
have been regarded as a bank holding company and prohibited from 
purchasing bank stock in the State of Illinois or any other outside 
State. 

Organized banking is in agreement that the provisions in S. 1118 
should read that interstate banking—that means banking across State 
lines—should only be permitted in States that have laws on their 
statutes expressly permitting same. 

To follow the recommendation of the Federal Reserve Board and 
the Com ptroller of the Currency in which they testified yesterday 
changing this section to read in States that have laws spe cific ‘ally pro- 
hibiting such banking would weaken this bill and almost destroy the 
intent of same as there are only 3 or 4 States in the Union that have 
laws prohibiting holding companies from purchasing stock within 
the State. This is of no effect as they cannot without this law control 
any company oper: iting in other States from pure hasing stocks of 
banl ks in their State and oper: iting the bank once they have acquired 
control. 

This bill is designed to forbid holding companies from doing any- 
thing that banks cannot do themselves, therefore, inasmuch as banks 
themselves cannot ae State lines, holding companies certainly 
should not indirectly be permitted to evade State rights. 

During the depression years many of these holding companies were 


aved by being pern itted to borrow large sums of money from the 


Reconstruction Finance Corpor: ation. 

Today with their farflung activities and numerous branch offices 
the failure of bank holding companies would have a more adverse 
effect on the economy of our Nation than a similar failure of sma!] 
unit banks insured by Federal Deposit Insurance Corporation and 
owned by resident of the communities they serve. 

The Capehart bill will also prevent ba 1k holding companies from 
engaging in any other business outside of banking. These restrictions 

! d to commercial banks under Federal laws and the Capehart 

ll will extend them to cover bank holding companies as a matter of 

policy. In short—bank lhe cay ‘companies should not be per- 

mitted to engage in activities or « y privileges that are denied com- 
i) ks nder existing law 

Ve are willing to endorse and support amendments to the Capehart 

{ ll strenethen the measure because we believe that the intent 
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of the bill is sound and that its enactment will bring to a successful 
conclusion a controversial issue that has been debated in banking 
circles over a long period of time. 

Mr. Harry Harding, of Pleasanton, Calif., president of the West 
Coast Bankers Association, and myself are members of the legislative 
committee of the American Bankers Association. The committee has 
spent many hours in trying to reconcile any differences in opinion 
concerning this legislation, and I am happy to say that we have made 
marked progress in that respect. 

Mr. Chairman, I want to emphasize at this point that the Inde- 
pendent Bankers Association strongly favors retention of that provi- 
sion in the Capehart bill that prohibits the purchase of bank holding 
companies of either voting shares or assets of a bank located across 
State lines. It is our understanding that an effort will be made to 
amend this provision in the Capehart bill by deleting the word “assets.” 

in the past acquiring the assets of a bank was the method used to 
obtain ownership of various banks within a State and across State 
lines. If this provision of the Capehart bill is altered to delete the 
word “assets” it would, to a certain extent, defeat the purpose of the 
bill. 

Mr. Chairman, in conclusion, my view is that it is the desire of our 
organization that your committee be wary of any effort to delay 
hearings on the Capehart bill under the pretext that sufficient time 
has not been given to presenting the testimony of advocates and 
opponents. 

As I stated previously, this legislation has been the subject of much 
controversy over a period of years. Hearings have been held in the 
Senate and House on at least four different occasions and any attempt 
to plead unpreparedness on the part of opponents or advocates is a 
flimsy excuse and ts recognized as reverting to delaying tactics in the 
hope of pigeonholing the measure. 

The Capehart bill is one of merit and I respectfully urge that you 
give it favorable consideration. 

The CuarrmMan. I wish we could arrange for the FDIC people to 
appear tomorrow morning as a witness and explain in detail concern- 
ing these three banks in Chicago. Just exactly what happened, how 
much money was involved, and whether or not it was due to lack of 
proper legislation—the full and complete circumstances surrounding 
this holding company buying into these three banks. 

What they did, how they bought into these three banks—a full and 
complete story on the whole business. 

We only have two other witnesses tomorrow morning, and we 
could very easily hear them at that time. 

Any questions ¢ 

Senator Payne. Mr. Chairman, if I may, just to make sure the 
record is accurate on this: 

On page 3, at the beginning of the fifth paragraph: 

Organized banking is an agreement that the provision in S. 1118 should read 
that interstate banking should only be permitted. 

If I understood you correctly when you made the statement you 
used the word “not’ 

Mr. BeruMBauGu. Should only be permitted. 
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Senator Payne. I only said that because I wanted the record to be 
straight on that. I think you changed the wording there a little. 

Mr. Brumpaven. I possibly read it wrong. 

The CHamman. Do you feel this legislation is urgent 

Mr. Brumpauen. I am sure we do. I am sure if we have an affair 
such as we had in utilities in the last depression, when many of these 
holding companies were being formed and taking over banks. 

Some of them have officers of the highest character. We are not 
fearing those. But there is no law in the statute to prohibit instances 
such as happened here recently, and I understand are happening in 
certain States of the Union, in which possibly Mr. Gregory will be 
able to explain to you when he is called as a witness. 

I think it is imperative that this legislation be passed immediately 
for this reason: 

What is to keep them from acquiring banks in every State of the 
Union and having a nationwide banking system, which I am sure 
this country does not want. There is nothing at the present time that 

can stop them from doing that. They can go to any State of the 
Union now, and buy a bank. There is no law to prohibit them. 

The Cuatrman. You talked considerably here about the buying 
of the assets. What methods are used by holding companies to acquire 
assets of other banks? 

Mr. BrumpavGu. When I was secretary of banking in the State 
of Pennsylvania, that did not, in acquiring assets buy banks in which 
to take over branches; they would first have an individual go in and 
purchase a certain amount of the stock. 

Then they would go to the balance of the stockholders and present 
to them how much more they would get for their stock, providing the 

capital accounts were liquidated, w ith the r ulings that by that method 
they do get sufficient to take over the bank and establish the branch. 

Now, the holding companies have used that method all over the 
United States in acquiring banks. Not only by taking over the 

capital accounts, but by having the capital accounts bought up and 
liquidated and then taking over the assets of the banks and then 
either establishing branches or having additional holding companies. 

The CHarrMANn. They first buy stock ? 

Mr. BrumBaucu. Until they get sufficient to force the liquidation 
of the bank, and then they take over the assets. If you eliminate the 
taking over of the assets and just limit it to stocks, you still have left 
a loophole there that will not stop the further expansion of the com- 
panies. 

Senator Bennetr. Having taken over the assets, do they then re- 
organize or organize a new bank to operate or do they move in and 
operate under the old name? 

Mr. Brumpavucn. That depends entirely on whether the State or 
the National Government would permit them to operate under the 
same name, 

Very often they operate under a name where they establish a branch 
there or operate under the same name. It can be done either way. 

The CuatrMan. Is your personal objection, or rather your feeling, 
that there is need for this legislation, true of the other members of 
your organization? That holding companies are permitted by law 
to do what the banks are denied to do by law? 

Is that your big objection ? 
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Mr. BrumpBaueu. That is our big objection in all organized banks. 

That holding companies should not. be permitted to do what the 
banks themselves cannot do. 

You see, the National Banking Act, as I understand it, does not 
permit the establishment of branches over State lines, and no State 
permits a bank to establish banks over State lines. 

But the holding companies can do it. 

The CHarrMan. Those are State laws ¢ 

Mr. Brumpavenu. That is correct. 

The Cuatrman. And the States have no control over the holding 
companies ¢ 

Mr. Brumpaven. Not from the outside. They can control it from 
within. There is nothing to keep a holding company from another 
State to come in and buy a bank in that partic cular State. 

The CuairmMan. In other words, the holding companies buy the 
majority interest or all of the interest, or a portion of the interest in 
each of these respective banks within the State ? 

Mr. Brumpavucu. That is correct, and then take over the bank 
management. 

The CuarrMan. They operate them for all practical purposes as 
though they were branches, is that your contention ¢ 

Mr. Brumpaven. That is correct. 

Senator Bennertr. It is not your purpose to destroy the existing 
holding-company organization but to prevent them from strength- 
ening further, am I right / 

Mr. Brumpauen. That is correct, and we are in agreement that the 
holding companies should be stopped; that is, their operation across 
State lines. 

If the State law permits them, we are in agreement that we will not 
try to legislate anything here that will affect the States; that is, the 
individual State. It is just to prohibit in this bill the holding com- 
panies’ privilege of buying banks across State lines and operating 
in other States than where their main office is. 

Senator Rosertson. What was the prince ipal issue in the Federal 
Reserve antitrust case against Transamerica / 

Mr. BrumBaucH. We Il, I presume the conclusion was there that it 
was a violation of the Clayton Act. 

Senator Ropertson. I know. But what was the charge of the viola- 
tion? What were they charged with doing in violation of the Clayton 
Act? 

Mr. Brumpaven. Bringing about a monopoly in banking in the 
State of California. And they also covered five other States at that 
time. 

Senator Rorertson. Through the extension of branches? 

Mr. Brumpauen. Yes, sir. 

Senator Roverrson. Do you have any idea whether we will get a 
decision from the circuit court of appeals which now has that case? 

Mr. Brumpavcn. We were discussing that just recently. I am not 
in a position to say. 

Senator Rosperrson. When was the case argued ? 

Mr. BrumpaueH. I believe the case was ‘argued last July in the 
Philadelphia courts. I am not positive about “that. Possibly some- 
one else in the room, here, could state exactly when it was argued. 
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Senator Roperrson. Has it taken that circuit court more than a 
year to hand down a decision in the case? 

Mr. Brumeauen. It seems to have taken a long time. 

Senator Rosertrson. I think it would be helpful to us in considering 
what is necessary through legislation to know what that circuit court 
of appeals said the present law is. 

Mr. Brumpaven. I think it should be very helpful, and we are 
hope ‘ul a decision will be handed down shortly. 

Senator Busy. You Say that the object of your association is really 
to get legislation that will freeze the situation ? 

Mr. BrumpauGcnu. That will freeze the situation. We have no de- 
sire to destroy them. oe, os 

Senator Bus. You feel it would be better if those organizations, 
if those holding companies that do exist now, should be left as is? 

Mr. Brumrpavucu. | do not know whether it would be better, but 
we jt ist do not want to try to destroy them. 

Senator Busu. Would there be any advantage that you can see, in 
defrosting the situation ? 

Mr. Brumeaven. [f I had my way, possibly I would want to defrost 
them. but I do not know whether that would be in the best interests 
of the country or not. 

Senator Busu. Do you think it would be easy to find homes for 
those banks that belong to the holding companies now ¢ 

Mr. Brompaven. I think so. 

Senator Busn. You think desirable ownership ees spring up? 

Mr. BromeaveH. I do; yes, sir. I think definitely s« 

Senator Busw. You do? 

Mr. BrumpauGn. I do, at least within the States in which that 
expansion is being operated from an office in another State. 

The CHarrman. Any other questions, gentlemen ? 

Senator Rospertson. I would like to ask this witness if he would 
indicate to us some holding company now that he thinks is furnish- 
ing unfair competition for independent banks, or any bank, and in 
what manner it is unfair? 

Mr. Brompavuenu. Well, that is difficult for me to explain, simply 
because in my State we nates branch banking. 

Senator Rozerrson. In Pennsylvania ? 

Mr. BrumpBauGcH. That is correct. It is difficult for me to answer 
that, but we have several witnesses here that I think could answer 
that much more intelligently than I could. 

Senator Roperrson. You have the biggest demand, I assume, from 
California, and the area in which the Bank of America, and Trans- 
america have operated ? 

Mr. Brumpaven. Well, our membership is made up from all over 
the country. In our group the largest membership is in the State 
of Minnesota, and the second is in Iowa. 

Senator Roserrson. I am not speaking of the membership. I am 
speaking of where your complaints come from. 

Mr. Brumsauen. The complaints come principally from the West 
and the Central West. 

Senator Roserrson. As I unde aa your recent statement to the 
chairman, you do not want us to pass a bill that is specifically aimed 
at 1 or 2 holding companies to put “a out of business ? 
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Mr. Brumpaucu. No; we do not want to do that. We have no desire 
to put any of them out of business in this bill. This bill will freeze 
them as is. 

Senator Roserrson. The Capehart bill will put a number of them 
out of business. There is no question about that. 

Mr. Brumpaven. In what respect? 

Senator Ropertson. By the time you cut their arms and legs off, 
they will be out of business. They may still be in business, but they 

‘annot move very fast. 

Mr. Brumpaven. They could expand within the State, but not 
across State lines. 

Senator Ronertson. You remember Chairman McCabe in 1950 said 
there were some good holding companies that were serving a useful 
purpose in the banking system ? 

Do you remember that? 

Mr. Brumpaven. I remember that. 

Senator Roperrson. And you would agree with that? 

Mr. Bromraven. I agree with that. 

But in legislation you pass that to prevent the bad. In legislation 
you pass, you usually do it to prevent the bad. 

Senator Roperrson. And that should be our objective, not to destroy 
the good, but to cure any well-recognized evils. 

Mr. Brumeavenu. That is correct. 

The CratrMan. You also agree holding companies should not have 
rights beyond that of any banks? 

Mr. Brumraven. I sincerely believe it is wrong for holding com- 
panies to circumvent the laws and be permitted to establish branches 
across State lines, unless local banks have the same privilege. 

In other words, we are of the opinion that there is some question as 
to the legality of these holding companies doing things that local 
banks themselves cannot do. 

The Cuatmrman, Any other questions, gentlemen ? 

If not, we thank you very much. We are going to hear everybody 
on this subject. 

Senator Ropertson. We will be here a long time if we hear every- 
body. 

The CuatrMan. I do not want the impression left that we are not 
going to hear all the witnesses this year, and come to some conclusion 
on this a. I do not think it is fair to those who might be in favor 
of the bills; I do not think it is fair to those who are opposed to them. 

I do not want any impression to be entertained by anybody that we 
are not going to listen to witnesses for and against this legislation, 
because we are. We ought to, I think once and for all, find out whether 
we do want this kind of legislation or whether we do rot. 

That is the purpose of these hearings, to get the facts. 

Many people may think this kind of legislation is needed, other 
people will maintain it is not, therefore it is up to this committee and 
the Congress to come to a decision. I do not think it ought to go on 
here forever. 

Senator Ronertrson. Mr. Chairman, I think it will be easier for this 
committee to come to a decision that we need legislation than it will 
be to decide what kind of legislation we need. 

The CrarrmMan. Of course these things are complex and not easy. 
We do not want to do anything to injure anybody in the United States. 
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At the same time we do not want other people to injure people in the 
United States. We want to do the thing on a fair and equitable 
basis, and that is the basis upon which we will try to conduct these 
hearings. That is the basis upon which we will try to come to a 
conclusion. 

Mr. Steele, the vice president of the Baltimore Bank of Kansas 
City, Mo. 


STATEMENT OF WALTON W. STEELE, VICE PRESIDENT, BALTIMORE 
BANK OF KANSAS CITY, MO. 


Mr. Sreeie. I am Walton Steele, a resident i Kansas City, Mo., 
vice president of the Baltimore Bank of Kansas City, Mo. The Bal- 
timore Bank is a State bank, owned by 60 stoc kholders, and has total 
assets of $14,500,000 with de pos its tot: aling $13,700,000, 

I am here to speak in favor of Senate bill S. 1118. 

This bill, I understand, was written after considering similar bank- 
holding company bills, and also considering the testimony at the hear- 
ings on these bills. This bill is important to all banks, and particu- 
larly import unt to the smatler independent banks and to the com- 
munities and trade areas served by eens independent banks. 

{ have not followed bank-holding company legislation too closely, 
but since we are members of the American Bankers Association, the 
Independent Bankers Association, and the Missouri Bankers Asso- 
ciation, I have read with interest articles appearing in the publica- 
tions of these associations concerning bank-holding companies and 
the efforts to obtain some Federal control over them. 

I do know the benefit which my own bank, the Baltimore Bank of 
Kansas City, has been to my city. Our experience without a doubt 
is similar to that of other small banks in this vic inity. 

Our bank is located in the heart of Kansas City’s business district 
and is one of 12 downtown Kansas City banks. The Baltimore Bank 
started in 1921 only a few blocks from where we are located today, 
with a capital of $100,000, deposits of $250,000 and owned by about 
70 original stockholders. 

The Baltimore Bank was not then and never has been owned nor 
its policy dictated by any outside group of owners or stockholders. 
At the time of organization, there were a number of large successful 
banks already in operation in Kansas City, yet we have been able to 
compete and grow as an independent bank by stressing individual, 
personal service and on the spot decisions to our customers. We sell 
gasoline for our filling station customers; we sell lumber for our lum- 
ber customers; we sell insurance for our insurance customers and 
these customers all sell their friends the Baltimore Bank. 

We take an active interest in the promotion of cultural, civic, and 
religious activities in our city. We contribute to the building of hos- 
pitals. We belong to the chamber of commerce, the real estate board, 
and various civie clubs in our community. We sponsor the phil- 
harmonic orchestra, and just recently contributed two scholarships to 
the Kansas City Art Institute. We are an integral part of our com- 
munity and vitally interested in any project that helps to promote the 
welfare of the customers we serve. 

We are, of course, limited by law as to the amount we can lend to any 
one customer. At the present time, our loan limit is $62, 500 to any one 
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individual. We find that we have had very few applications from our 
regulation customers that exceed this figure. 

However, i in those few instances where we have had demands for 
credit in excess of our limit, we have had no trouble in getting larger 
banks in Kansas City to participate with us in the loan. 

So, in spite of our size, and we are one of the smaller banks in down- 
town Kansas City, we feel we can serve our customers as well as the 
largest banks in town. 

We feel that a small, independently owned bank, such as ours, is 
performing a real service to the people of our community. We live in 
the community in which we operate. We see and talk to our customers 
each day; we know them and we know their problems more intimately 
than would be possible under other circumstances. 

Our customers, for the most part, are small-business men. The 
problems of these local businessmen sometimes do not follow national 
business trends—or even their own industry trends, but are brought 
about by some local condition that would be unknown or not considered 
were they dealing with a bank whose policies were dictated or 
dominated by some individual or group of individuals miles from 
this community. Many of our customers have been with us since we 
first began business, and they have grown through the years, Just as 
we have grown, and because of our long and close association, we 
probably have a clearer conception of their problems and a more 
sympathetic attitude toward these problems than any other banker 
or group of bankers. 

As I stated before, the Baltimore Bank of Kansas City is a State 
bank, chartered by the State of Missouri to operate in Kansas City, 
Mo.. under the banking laws of the State. We are also members of the 
Federal Deposit Insurance Corporation. 

We feel that membership in the FDIC has been of tremendous 
benefit, not only to our customers, but to the bank itself. We profit 
by their constructive criticism each year that we are examined. We 
are examined each year by both the State of Missouri examiners and 
examiners from the Federal De posit Insurance Corporation. They 
check thoroughly all of our operations from the time of their last ex- 
amination, and sit down with the President or other officers of the 
bank and discuss various problems or conditions that need some per- 
sonal explanation. 

All of the facts and figures, including the minute books, general 
books, ledgers, and other pertinent data are here on the premises for 
their inspection. 

It is not necessary for them to be delayed in any way by having to 
wait for any of these documents to be delivered from other sources 
Nor is it necessary for them to leave the bank to interview the person 
or persons who set the policy or made the decisions they might 
question, 

I understand this has been a problem where the examination is made 
of a bank that is a subsidiary. 

In Missouri, we have a law which prohibits branch banking in the 
State. No bank authorized to do business in Missouri can operate 
branches in the State. This law does not prohibit an out-of-State 
corporation from buying control of a bank in the State. 

Thus, a bank-holding company incorporated in another State could 
evade or circumvent the no-branch bank restriction that is imposed 
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on the banks in our State. We have no fear from branch banks or 
bank-holding companies, provided we are all guided by and must 
adhere to the same set of rules and regulations. 

I do not know of any bank-holding companies that operate in Mis- 
souri at the present time, but they are operating in some of our neigh- 
boring States and they do operate in other States that have laws 
similar to ours, whereby branch banking is prohibited. 

Since, apparently, States are helpless to defend themselves against 
foreign bank-holding companies, it behooves the smaller independent 
banks in these States to seek a Federal law that would control these 
large interstate banking companies. 

Mr. Ben DuBois stated in an address before the South Side Bankers 
Association of Chicago, this year, “The reason for using the bank- 
holding company device is to evade the law. An evasion cannot be 
commended. In substance, holding-company banking is branch bank- 
ing. It operates the same way. The policies are made in the head 
office and the managers carry out these policies.” 

[ believe that our dual system of banking should be safeguarded, 
preserved, and maintained at all cost. Our country has shown a 
tremendous growth and development under this system from the time 
of Andrew Jackson. I believe that the credit needs of communities 
all over the country can better be served by the small or independent 
banker. who is in the field and close to the borrower. 

If the power to control and extend credit were vested in the hands 
of a few, it would be but a small step for them to contro] commerce 
and industry nationwide. 

Again, if a monopoly existed in the banking industry, it might be 
easier for the Federal Government to take over the whole banking 
system if our country ever gets into the hands of a person or group 
of persons ambitious for power. 

I respectfully call to the attention of the committee the following 
resolution, adopted by the Missouri Bankers Association at their an- 
nual State convention in St. Louis in the spring of 1952. 

Whereas it is illegal for a bank to own and operate nonbanking businesses ; 
and, 

Whereas it is also illegal for a bank to operate branches across State line; 
and, 

Whereas the State of Missouri forbids the operation of branches; and 

Whereas what is illegal for a bank to do directly should be illegal for a bank 
to do indirectly through the holding-company device: Now, therefore, be it 

Resolved, That this association endorse and urge the adoption of State and 
Federal legislation to regulation and control bank holding companies so that they 
are compelled to divest themselves of nonbanking businesses; so that they will 
not be permitted further to expand across State lines: and so that they in their 
operations and expansion in any State will conform to the same restrictions 
as to branches that apply to banks operating in that State: and be it further 

Resolved, That the officers, directors and members of this association do 
everything in their power to secure the enactment of such legislation as soon 


I 


as possible 


[ had nothing personally to do with the drafting or wording of 
this resolution, but speaking for one independent bank, the Baltimore 
Bank of Kansas City, we are heartily in accord with the thoughts 
expressed in this resolution. 

The CHarrMan. Questions, gentlemen ? 

Senator Bennerr. Mr. Steele, are there any banks operating in 
Kansas City that are under the control of an outside ownership ? 
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Mr. Streetz. Not that I know of. 

Senator Bennerr. So you are not actually in competition with 
such banks? 

Mr. Sreete. No. 

Senator Bennerr. As an independent bank, you have described 
your policies as being those which kept you very close, on a personal 
basis to your customers ? 

Mr. Sreete. Yes, sir. 

Senator Bennerr. Do you think on that basis you could hold your 
own with any branch bank that might move in? 

In other words, do you not think you have certain advantages as 
an independent bank ? 

Mr. Srrecr. Yes, sir; I think we do, and I do not think we could 
lose those privileges if a holding company came in providing we have 
the same rules and regulations. 

Senator Brennerr. When an outside holding company acquires 
either stock or assets of a bank, if it does, if it should acquire these 
in the State of Missouri, and operate that bank in Kansas City, would 
it not be subject to the same type of investigation, inspection, and 
regulation that your bank is subject to, in the laws of the State of 
Missouri and FDIC in the Federal Reserve ? 

Mr. Srrete. That is true, Senator, but I think if they were allowed 
to come in and gradually take over smaller banks, there would not be 
any independent banks eventually. 

Senator Bennerr. From the point of view of the competition, you, 
as the manager, or part of the management of this small independent 
bank, would have no particular fear with respect to their ability to 
take your business away from you ? 

Mr. Sreexe. That is true. We have a lot of competition now. 
Kansas City as a very competitive banking town. 

Senator Bennerr. | do not want to leave the impression that I am 
opposed to the legislation. But I did want to get into the record, 
from you, because of the type of your testimony, the information, to 
the effect that after all the independent banker has certain advantages 
over the manager of a bank operated from a distance. Those advan- 
tages really relate to his relations to his customers, to his ability to 
make decisions quickly, where the other fellows have to refer back 
to the home office and may lose the business in the process. 

I think these advantages are very real, and should not be completely 
discounted. 

Mr. Sreete. I think you are right. 

Senator Ronertson. Mr. Chairman, I would like to ask the witness 
one or two questions not bearing particularly on the matter before us. 

I notice your reference to FDIC, saying it has been helpful to you 
and other banks. 

Do you not think we now have that insurance fund high enough ? 

Mr. Sreete. Yes; I think we do. 

Senator Rozertson. Some of the Virginia bankers—and I am going 
to address their annual meeting at Hot Springs on the 19th of this 
month—have been a little disturbed over what we call the “tight money 
policy” of the Treasury, at the present time. 

Have you felt any noticeable restraint in your lending ability by 
reason of the drop in Government bonds, and the fact that L year bonds 
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are going to be issued at a higher rate than the 5-year bonds you may 
now hold? 

Do you think the brakes on inflation have been applied? Do you 
think they are all right, as far as you know ? 

Mr. Srreve. Well, as far as we personally are concerned, they seem 
to be all right. I am probably not qualified to answer that question. 

Senator Roserrson. What is the relation of your Government secu- 
rities to our other assets / 

Mr. Sreete. On December 31, 1952, we had total assets of $14,900,- 
000, and of those assets, $5,832,000 were in Government bonds. I might 
say that $2 million of those were in 90-day bills, short-term bonds. 

Senator Roperrson. But that shorte ned the term materially ? 

Mr. Sreeer. Yes, si 

Senator Siena You do not bother about a drop in the market ? 
You sit tight and get redemption at full face value ? 

Mr. Srreie. That is right, we have been maybe a little too con- 
servative. 

Senator Roserrson. The Government bonds probably are not as 
high as the general average, are they / 

Mr. Sreeve. Senator, I am not sure of the general average. I would 
say about 3314 or 35 percent. 

Senator Ropertson. You feel no restraints because of high interest 

rates and dropping prices of previous long-term bonds in making the 
loans and getting the money necessary to ‘make business loans, as you 
would normally make them 

You feel no restraint on that? 

Mr. Sreece. No; we have not, Senator, because we have tried to 
take care of that situation by putting a certain number of our assets 
in short-term maturities so some of these bonds could be sold to meet 
these rising needs of loans. 

Senator Roperrson. Have you heard any general discussion of that 
problem among the bankers of Missouri ? 

Mr. Streetz. No, I have not, Senator. 

The CHatrman. Mr. Steele, you are an independent banker in 
Kansas City, Mo. ¢ 

Mr. Sreeve. Yes, sir. 

The Cuaimman. If you wanted to start a branch bank tomorrow, 


could you do so? 


Mr. Sreeie. Not in Missouri. 

The Cuarrman. Could you not ? 

Mr. Sree.e. No, sir. 

The Cuarrman. Could your bank have an interest in another bank 

Missouri ¢ 

Mr. Sreete. Not as a bank. That has been done, Senator. 

The Cuarrman. But not with bank stock? 

Mr. Streever. No, sir. 

The CHatrmMan. Therefore, you are denied the right to establish a 
branch bank in Missouri, but a holding « ‘company can come in and buy 
any number of banks, and operate them, is that correct ? 

Mr. Srereie. That is correct providing the holding company has a 

charter in another State. 

The CuarrMan. Providing it has a charter in another State? 

Mr. Streeter. Yes. 
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The CHamrMan. So, while you feel you might have some advantage 
over them because of your local ownership ‘and knowing the people 
better than they do, in this instance you are denied the. right to do 
something which they have the legal right to do under the Jaw ? 

Mr. Srrete. That is correct, sir. 

The CHarrman. Is that the thing you are objecting to most stren- 
uously in this whole matter / 

Mr. Sreetr. Yes, I think so. 

The CHairman. Do you think this legislation is needed at the 
moment ¢ 

Mr. Sterie. Yes, I think it is, in order to curb further expansion 
of these holding companies. 

The Cuairman. Do you know of any holding companies buying 
into banks recently in the State of Missouri or Kansas C ity ? 

Mr. Srrete. No, sir, I do not. 

The CuarrMan. Any other questions, gentlemen ? 

Senator SPARKMAN. May I ask this qu 1estion of Mr. Steele? 

Mr. Steele, you appear personally / Tan are not speaking for any 
organization / 

Mr. Sreeve. No; I came here at the bank’s expense. 

The Baltimore Bank paid my expenses. ' 

Senator SparKMAN. Do you know what the attitude of the American 
Bankers Association is on this? Or I might ask the chairman, have 
they appeared or will they appear ¢ 

The CHairman. They will appear tomorrow morning, and the 
president of the Indepe ndent Bankers Association, Mr. Brumbaugh, 
just testified. 

Senator SparKMAN. The Independent Bankers Association has 
been fighting for this legislation for some time. But there has been 
division in the past between the Independent Bankers Association and 
the American Bankers Association, 

It is my understanding that they have probably gotten pretty close 
together this time. Do you understand that to be true ? 

Mr. Streeter. I cannot answer that. I met these gentlemen of the 
Independent Bankers Association for the first time this morning. 

Senator SpaRKMAN. Are you a member / 

Mr. Streeter. We are members of the Independent Bankers Associa- 
tion but I have never met the gentlemen before. I have read in their 
publications about this bank holding legislation, and that is about the 
extent of my knowledge. 

The Cuarrman. The American Bankers Association will testify 
tomorrow. ; 

I have not read their statement. 

Senator SparkMAN, That is all right. 

I think you gave us a very fine statement. 

Mr. Sr2enr. Thank you. 

The Cuatrman. Any other questions, gentlemen ? 

Thank you very much, we appreciate your testimony. 

Mr. Sreeve. Thank you, sir. 

The CratrmMan. The next witness will be Mr. Harry Arthur of the 
Arthur State Bank of Union, S. C. 

Mr. Arthur, you have a statement, I believe ? 

Mr. Arruur. Yes, sir. 

The CHarrman. You may proceed in your own way. 
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STATEMENT OF HARRY ARTHUR, PRESIDENT, ARTHUR STATE 
BANK, UNION, S. C. 


Mr. Arruur. Gentlemen, my name is Harry Arthur. I am presi- 
dent of the Arthur State Bank of Union, S. C. I am here today as 
re - sentative of the small independently owned banks of this Nation, 


and j | partic ‘ular of State charte red banks which constitute nearly 
two-thirds of all the banks in the United States. As a matter of fact, 
0.456 « f the thirteen-odd thousand insured banks in this country have 
caepos ts of less than $5 million. 

My purpose for being here today is to give full endorsement to 
Senate bill 1118 as introd l by Senator Capehart. It is my belief 
that 1 bill fully recognizes the rights of States in handling the 
iffain if the banks located in those States. 


The prince iple of States rights seems to be fully protected by this 
bill ane is bel eved that its passage will give protection to the inde 
ks of the Nation and to the dual banking system. It will 


ye ( 
Fh vent, in my ¢ )) nlon, the pe ) sibility, and probabi lity, of A 
natio e branch banking svstem which c« mild easily be a result of 
the pres f spread of banks cont rolled by holding companies located 
n States other than the ones in which they operate. It is my belief 
tha depe ndent hanks and bankers can far better serve the needs of 
the ymui of their State, and of the Nation, than absentee 
ownel ) orpo or’ rations ine in many instances in States far re- 
moved from where they carry on their operations. 

The local ndet ndent ba ae knows, understands, and appreciates 
thie ee} of hi , mmunity, 1d the people f that community, He 
has thei terest at heart, not only from a financial viewpoint but 
from a social, community and local pride viewpoint. 


Th s bill mav not be per fect: few bills passed are. However, it is 
a dehnite step in the rieht direction to vive protection to the inde- 
pena 1 banker W hose rights are how being en roached upon through 
the aevice of bank holding companies. 

The CuarmMan. Do you pi rmit branch banking in South Carolina? 

Mr. Artuur, Yes, sir. 

The Cuarmman. You do permit branch banking in South Carolina? 

Mr. Anrnvr. Yes, sir. It is spreading very rapidly in my country. 
We used to have 3 independent banks, and there was another inde- 
pendent bank 17 miles away. Within the last year 2 or 3 of those 
inde penaent banks have been bought by l group, and only last week 
the bank 17 miles away has been bought. It is a gradual increase 
of economic power—I believe that is what our former President 
called it. This whole thing seems to be a Col itinuation. We are not 
asking to destroy the holding companies, as such. We are not asking 
for a death sentence. We ask that they be stopped where they are, 
Mr. Truman said—“In Korea we have gone far enough; let’s not go 
any farther.” Many people disagreed whether that was right or not, 
but it is time to call a halt to the holding companies, allowing them 
to do things that State banks and National banks cannot do, namely, 
cross State lines. 

I do not have to sell Senator retro on States rights. It is a 
very important thing in South Carolina. It is an encroachment of 
States — to allow outsiders to come in and do something that the 
people in the State cannot do. 
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That is what we ask you to do today—<all a halt. 

Senator Bennerr. Do you know of any banks held in South Caro- 
lina by outside bank holding companies / 

Mr. Artruur. I am not positive of this statement, but I believe the 
Citizens Southern Group of Georgia controls the Citizens Southern 
National Bank of South Carolina, which has branches in our State. 

Senator Bennett, That is a combination of a holding company and 
a branch? 

Mr. Arrnur. It seems to be. They operate quite a number of banks 
in Georgia. After the depression they came into South Carolina, 
and organized the Citizens Southern National Bank of South Caro- 
lina, and then they began to open branches. They now have 3 and 
have made efforts to get more. 

With regard to the question you asked another witness earlier—I 
think independent bankers can run rings around the affiliates of hold- 
ing companies and chain groups. They know the needs of the com- 
munity, and they can make decisions quickly, as yousaid. They do not 
have to write home and get permission, and the ‘y have the pride of the 
community and are not scared of their jobs, which many of these 
managers are. 

We believe that a continuous move by the holding companies, one 
buying into the other, is a dangerous thing. What is to prevent 
‘Transamerica and Northwest and the Equity Banking Corp. from 
combining and coming into South Carolina, and taking over? I 
think it is a dangerous trend and it ought to be stopped right where 
it isnow. 

We do not ask you to destroy the companies now in existence. 
Let them stay in existence. But we ask you to curb them as urgently 
as possible. Itisneeded. It is needed now. 

Mr. Robertson sat here yesterday and Mr. Jennings sat here yester- 
day, and the chairms in asked him a question —— 

The Cuamman. Mr. Robertson of the Federal Reserve Bank ? 

Mr. Arruur. Yes, sir. 

Perhaps it is sacr ilegeous on my part, or presumptious on my part, 
for a little bank with $5 million in assets to say to the honorable Gov 
ernor of the Federal Reserve, “I totally disagree.” What is to prevent 
what happened in Chicago from pePPening in South Carolina, or 
Virginia, or in any other State? They have taught the boys how. I 
remember several years ago that a man committed suicide by drink 
ing bichloride of mercury. In 2 days, ~ or ‘le committed suicide by 
drinking bichloride of mercury- they had t: aught the boys how. 


They have shown how to go in and hoy banks, and they say it is not 
urgent. It could happen again tomorrow. 
The Cuatrman. We are going to have the Federal Deposit Insi 


ance Corporation over here tomorrow morning to explain in detail 
exactly what happened in Chicago and how it happened. 

Mr. Arruur. That will be very interesting. I am sorry I have 
to go home tonight. 

The Cuamman. If you are here tomorrow morning, you can hear it. 

Mr. Arrnur. Lamsorry; I will not be here. 

Senator Rogertson. You referred to my interest in States rights, 
and I will assure you that I am just as strong for States rights as you 
are. But, I introduced a bank holding bill which was a little milder 
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approach to this problem than the one you are now endorsing, because 
I felt that before “firing on Fort Sumter” it would be better to explore 
the possibility of a peaceful settlement of the disagreement. I can 
assure you, however, that whatever legislation I support, I intend it to 
be in full accord with the fundamental principles of States rights. 

Mr. Arruvr. I am positive of that. 

Senator Roserrson. And, consistent with private rights. 

The CHarrman. Let me say that Senator Robertson and I intro- 
duced bills here for the purpose of holding hearings and neither one 
of us have any pride of authorship—— 

Mr. Arruvr. I read your bill, Mr. Chairman, and I read your bill, 
Senator. 

Senator Rosertson. It isa good bill, is it not? 

Mr. Arruvur. Not as good as this one. It does not prevent the very 
thing we are asking. That is what is wrong with your bill, as I see it. 
It does not prevent these people from crossing State lines and con- 
tinuing to buy unless the State passes a State law to prohibit that. 
Isn’t that correct ? 

Senator Rosertson. I do not think it is. 

Mr. Arruvur. The bill yesterday left out a very fine statement that 
the Senator had in his bill, the statement of policy, the local inde- 
pendent rights of banks. That was left out of Mr. Robertson’s. 

Senator Roserrson. In any event, I have the satisfaction of know- 
ing that after we had had weeks of hearings in 1950, those interested 
in legislation, including the Independent Bankers Association, finally 
agreed to endorse my bill. 

I have made a few minor changes, but on the last bill everybody 
agreed, except Mr. McCabe on 2 issues, and two members of this 
committee backed up Mr. McCabe on that, and that is where the thing 
ended, because the then chairman—you know the then chairman, 
Mr. Maybank ? 

Mr. Arruur. Yes,sir. He is from South Carolina also. 

I do want to say to Senator Robertson before I leave the stand, 
that if we cannot get Senator Capehart’s bill, we will take your bill at 
the drop of a hat. We want a bill. And if Senator Maybank puts 
one in, we will take his too. 

Senator Rogerrson. That is a fine attitude. I told somebody yes- 
terday I had no pride of authorship, and if the Federal Reserve thinks 

it ought to be tighter than mine, I would probably be willing to take 
their bill. 

Mr. Arruur. Senator, let us not concentrate on more power in the 
Federal Reserve. They have enough power already, and we do not 
want to build up any more empires. It seems to me I understood 
when the present administration took over, they were going to de- 
centralize authority and decentralize power in Washington. I do 
not believe we want to give them too much authority. 

In the Capehart bill, there is a paragraph there that distinctly takes 
care of States rights. If you would put that in your bill, it would 
help. 

Senator Roserrson. They said they would clean up the mess in 
Washington. 

Mr. Artnur. They said they would. Give them a little time. 
anyway. I will say that as a southern Democrat. After all, it i 
only 5 months. 
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The Crairman. Well, there is no competition between Senator 
Robertson and myself on this legislation. We want to get legisla- 
tion here that is fair to everybody, and in the best interests of the 
country, also. 

Mr. Arruer. Just give us a bill. There have been efforts since 
1943 to get one through. I think there is an extreme urgency. 

The CHarrMAN. Maybe we have a new deal now. 

Mr. Arruur. Maybe so. We shall see. 

The Crarrman. Thank you very much, Mr. Arthur. 

Senator Bricker. Mr. Chairman, I have a communication here 
from Mr. R. Irby Didier, of Louisiana, enclosing a copy of a resolu- 
tion of the Louisiana Bankers Association in support of a holding- 
company bill of some kind. I will ask that it be placed in the record. 

(The letter referred to follows:) 


LOUISIANA BANKERS ASSOCIATION, 
Baton Rouge 2, La., June 8, 1958. 
Hon. JoHN W. Bricker, 


Chairman, Subcommittee of the Senate Banking and Currency Committee, 
Washington, D.C. 

DEAR SENATOR BRICKER: We understand that there will be a hearing on Cape- 
hart bill S. 1118, beginning Wednesday, June 10, and we enclose herewith a 
certified copy of a resolution adopted by this association at its annual convention 
in New Orleans on April 14, 1953. This resolution is in connection with the 
expansion of bank holding companies and sets out the views of our members. 
We should indeed appreciate if this letter and the resolution be included in the 
records of your hearing. 

Thanking you, we are 

Respectfully yours, 
R. Irsy DIpIier, 
Executive Secretary. 
Senator Bricker (reading) : 


Resolved, That the Louisiana Bankers Association is opposed to multiple 
banking operations across State lines through the use of holding companies, 
and does hereby formally express its opposition in that regard; and 

Resolved further, That the Louisiana Bankers Association is in favor of 
restricting multiple banking operations by holding companies within State lines 
in exactly the same manner that such multiple banking operations are now 
restricted by State legislation. 


It is certified by R. Irby Didier, executive secretary: 


I hereby certify that the above resolution was adopted by the Louisiana 
Bankers Association at its annual convention held in New Orleans on April 14, 
1953. 


The Cnarrman. I have a letter from Mr. Byron R. Bone, of Fort 
Wayne, Ind., vice president of the American Industrial Bankers 
Association. 

(The letter referred to follows :) 


Fort WAYNE, IND., June 11, 1953. 
My name is Myron R. Bone, I am vice president of the 
American Industrial Bankers Association, which maintains its national head- 
quarters at Fort Wayne, Ind. I have made that city my home for the last 
31 years. 

Due to a bad heart condition, I have been under the care of a physician since 
March 28, 1953, and so it is not possible for me to appear personally before your 
committee in support of an amendment to 8. 1118. 

Our understanding is that this bill is not intended to include in its scope 
industrial banks, Morris Plan banks, and industrial banking companies. We 
believe, however, that the intention is not fully detailed in the bill as now written, 
and that misinterpretations might be possible if the bill became law. 


Mr. CHAIRMAN: 
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In various States, such as Colorado, New York, North Carolina, Massachusetts, 
and Michigan, the statutes provide for the organization and supervision of 
“hanks,” “savings banks,” and “trust companies” as defined but, in addition, 
provided, also, for the organization and supervision of “industrial banks” or 
“banking companies.” 

It would appear that there is generally understood to be a distinction between 
commercial banks, savings banks, trust companies, and industrial banks or Morris 
Plan banks. For many reasons, it would seem to be desirable than any Federal 
Bank Holding Company Act or similar measure should contain a clause clearly 
and fully defining the types of institutions to be covered and clearly defining 
the excluding from the provision of such an act industrial banks and Morris 
Plan banks. 

We respectfully suggest that an amendment be inserted in section 3, subsection 
(d) of this bill, as amended, this subsection would then read as follows: 

‘Bank’ means any National bank or any State bank, savings bank, or trust 
company, but shall not include any industrial bank, Morris Plan bank, Mor- 
gan Plan bank, banking company, or similar quasi-banking institution, nor shall 
it include any organization operating under section 25 or 25 (a) of the Federal 
Reserve Act, or any organization which does not do business within the United 
States. ‘State member bank’ means any State bank which is a member of the 
Federal Reserve System. “District bank” means any State bank organized or 
operating under the Code of Law for the District of Columbia.” 

We are not opposed to bank holding company legislation as such, but would 
like to see protection afforded those institutions which might be erroneously 
classified as bank holding companies when, in reality, they do not rightfully 
belong in that category. 

MyYRON R. Bone, 
Vice President, American Industrial Bankers Association. 


The CuamMan. Our next witness will be Mr. William L. Gregory, 
of the Easton Taylor Trust Co., St. Louis, Mo. 

Mr. Gregory, you have a statement, I believe ? 

Mr. Grecory. Yes, sir. 

The CuarrMan. You may proceed in your own way. 


STATEMENT OF WILLIAM L. GREGORY, CHAIRMAN OF THE COM- 
MITTEE ON LEGISLATION, INDEPENDENT BANKERS ASSOCIA- 
TION OF AMERICA 


Mr. Grecory. Mr. Chairman and gentlemen, before I begin to read 
my statement, I would like to correct some factual matters in Mr. 
Steele’s testimony. 

I have been representing the Independent Bankers Association of 
America as their executive councilman for several years, and I am 
quite familiar with this holding-company operation. 

We now have five existing holding companies in the State of Mis 
souri that I know of. 

The Cuamman. Five holding companies? 

Mr. Grecory. Yes, sir; five holding company organizations. 

The CHarrMan. With headquarters in Missouri ? 

Mr. Greeory. Yes, sir, with headquarters within the State. To of 
them operate out of Kansas City, Mr. Steele’s city. One in Kansas 
City has 24 banks in the immediate area of Kansas City and has re- 
cently bought 10 new banks in Colorado. ; 

There is one other holding company in Kansas City that operates 
nine banks, mostly in the western part of the State, in Missouri. 

In my town we have 3 holding-company groups, 1 of which I will 
describe in some detail here. 

Senator Bennerr. Before you leave that question, are there banks 
owned in Missouri by holding companies outside of the State? 
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Mr. Grecory. Not to my knowledge. However, in these holding- 
company groups there are a number of outside banks owned by holding 
companies. 

Senator Bennett. But, you know of none in ¢ olorado or Lllinois, or 
any other holding companies oper: ating in Missouri 

Mr. Grecory. No, sir; I do not. 

Your question to Mr. Steele, as to whether it would be possible for 
him to own a branch in Missouri—it would be possible for him to own 
all or part of the stock in any national bank in the State. 

A peculiar law was passed some years ago to accomplish and legiti 
matize something that already happened, and that law was passed to 
accommodate that bank, which owned one national bank. 

Senator Bennerr. Mr. Steele’s bank is a State bank ¢ 

Mr. Grecory. Yes, sir, and he can own all or any part of the stock 
of any national bank. 

Senator Bennerr. But, no State bank ? 

Mr. Gregory. No State bank. 

Senator SparkKMAN. What is the name of that holding company 
that you sald held those banks in the immediate vicinity of Kansas 
City ! 

Mr. Grecory. The Kemper Investment Co. 

Senator SparKMAN. The reason I asked is I was just looking at the 
list of the Federal Reserve Board. 

Mr. Gregory. And, also Goppert. 

Senator SPARKMAN. And, the General Contract Co. of St. Louis 

Mr. Gregory. I shall mention that in my testimony. 

The Cuamman. You may proceed, Mr. Gregory. 

Mr. Grecory. My name is William L. Gregory, and I represent the 
Independent Bankers Association of America, as chairman of the 
committee on legislation. 

This organization is made up of approximately 5,000 independent 
unit banks throughout some 40 States. I also have the right to speal 
for the Associate Bankers of + Louis and St. Louis County, an or- 
ganization of independent-unit banks, consisting of 47 banks. Both 
of the organizations that I re present have as their main purpose the 
protection of the small inde ‘pe ndent banker against the encroachment 
of monopoly banking in any form, whether it be branch banking, hold 
ing company banking, or any other type of multiple- unit banking. 

‘or some 12 years we have appeared before this Congress with the 
W arning that the spread of holding companies, by evasive tactics, i: 
seriously endange r ing the dual system of banking. At this time we 
appear in favor of passage of the Capehart bill, S. 1118, which is our 
judgment. is the. most effective legislation yet offered to control and 

regulate the operation of holding companies. 

Through the holding-company device, many hungry promoters hay 
bought up a great many sound unit banks and brought then into the 
holding-company system, where many unsafe and unsound banking 
practic es are possib! e and where it is als Oo possib le to evade the excellent 
Federal supervisory agencies that would normally maintain control 
over the banking operations of the country. 

Three principal restraints that supervision can exercise over ban! 
ing are: 

The granting of charters. 
34937—53—pt. 16 
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2. The control of the number and location of banks. 
3. The continuous examination and supervision of policy and man- 


agement of the banking units. 

The holding-company mechanism cannot only avoid superv ision but 
it can at the same time siphon off the earnings of the subsidiary banks 
so as to weaken the protection to the depositors and greatly endanger 
them in the event of some future deflation. I should like to elaborate 
briefly on the methods whereby holding companies avoid the three 
principal restraints thrown around banks by supervisors. 

First, I would like to comment on the matter of granting charters. 
Banking opinion, plus good supervision since 1930, has largely avoided 
the dangers inherent in the organization of too many banks. The 
holding company, however, does not have to apply for a charter in 
a place where a bank now is operating. It can, by various methods, 
acquire control of the stock of that bank and, although the existing 
bank may have been well operated, the holding company can quickly 
change all of its policies and operations, and in effect acquire a new 
bank at that location, without assuming any responsibility other than 
the ownership of the stock. The common method used by holding 
companies is to exchange the holding-company stock for the bank 
stock, which does not put a single dollar of additional protection 
behind the deposits and very frequently the exchange is made on a 
basis that is most unfair to the bank stockholders. 

Regarding the second restraint point mentioned above, supervisors 
can control the establishment, the location, and the management of 
branch banks, but a bank holding company may establish a new wnit 
at any point it chooses, if a bank is now located at that point. The 
holding « ee iny may, with perfect freedom, deny any responsibility 
for the acts or liabilities of this new unit because it is a = ate 
corporate ‘ality. As dangerous as branch banking may be, it can 
never be properly compared to the irresponsible bank hok Shee com- 
pany operation that is possible under present laws. 

Supervision of multiple-unit banking can never be effective without 
continuous examination and evaluation of policy and operating stand- 
ards by a single supervisor. This single supervisor must be em- 
powered to examine all units of a given system simultaneously, but 
typical holding-company systems avoid this simultaneous examina- 
tion under existing laws. An active holding company now operating 
in St. Louis may “be used as an excellent ex imple of the structural 
organization of a bank holding company without reference to quality 
or ethics of its management. The General Contract Corp. is orga- 
nized as a bank holding company under the General and Business Cor- 
poration Act of Missouri. It apparently owns or controls the follow- 
ing entities: I would like to summarize these as being made up of 16 
loan companies, 6 banks operating in 3 different States, 4 insurance 
companies, and 12 insurance agencies. This list of 38 units operate in 
9 States in the Middle West and Middle South: 

Industrial Loan Co 

Bank of St. Louis 

General Contract Loan Co. (Missouri) 
Springfield Insurance Agency, Inc. 

Washington Fire & Marine Insurance Co. 
Commercial & Industrial Bank, Memphis, Tenn. 
Industrial Finance Co. of Wellston, Mo 
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Illinois National Bank of Quincey 
Northwestern Bank & Trust Co. of St. Louis, Mo. 
Baden Bank of St. Louis, Mo. 
Jefferson-Gravois Bank of St. Louis, Mo 
Insurance Co. of St. Louis, Mo. 

Quincy Union Finance Co. 

Springfield Union Finance Co. 

Baden Loan Co. 

SIC, Ine. 

Securities Credit Co. of Missouri 
Broadway Insurance Agency, Inc 
Walter’s Loans, Inc. 

Reliance Finance Co. 

Securities Loan Co. 

Midwest Credit Co. 

Reid-Kruse, Inc. 

Sterick Insurance Agency, Inc 
Mississippi Insurance Agency, Inc. 
Pulaski County Insurance Agency, Inc. 
Apex Insurance Agency, Ine. 
Jefferson-Gravois Insurance Agency, Ine. 
St. Louis Washington Insurance Agency, Inc 
General Loan Co, 

General Contract Loan Co. (Louisiana ) 
Parish Insurance Agency, Inc. 

Quincy Insurance Agency, Inc. 
Texarkana Agency, Inc. 

General Contract Purchase Co 
Securities Investment Co, of St. Louis 
General Contract Loan Brokers, Inc. 
Midwestern Fire & Marine Insurance Co 

It is interesting to observe that the national banks and State bank 
members of the Federal Reserve System acquired by this holding 
company during its short existence have surrendered their national 
charters and their memberships in the Federal Reserve System, so that 
all banks within this holding company group are now operating under 
State supervision alone, except for the Federal Deposit Insurance 
Corporation. 

When this holding company acquired the controlling stock interests 
in the Northwestern Bank & Trust Co. of St. Louis and the Jefferson- 
Gravois Bank of St. Louis it was by exchange of stock of the holding 
company for the bank stock. In this exchange the bank stock was 
evaluated at book value and the stock in the holding company was 
evaluated on a basis of over-the-counter market. It is interesting to 
observe from the figures published by the holding company itself that 
the figure used to evaluate the stock in the holding company was 
considerably higher than the actual book value of the holding com- 
pany’s stock. 

The General Contract Corp. was organized in 1946 to take over the 
holding company operations of the Industrial Bank & Trust Co. In 
my testimony before this committee on March 2, 1950, quoting from 
a prospectus of the Industrial Bancshares Corp., which was the head 
of the holding company group at that time, I reported that the holding 
company owned 14 organizations. From a list of its present holdings 
above you will note that it has now acquired other units until its own 
list of subsidiaries given here equals 38 units. Before I leave the 
discussion of this particular holding company group I should like to 
quote from the prospectus of Industrial Bancshares Corp., dated May 
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5, 1948, revised as of December 20, 1949, on page 10 on which we find 
the follow ing: 
On July 22, 1949, a bill (S. 2318) was introduced in the Senate of the United 


States which, if it should become law in its present form, would materially 
affect registrant’s business and operations. The bill would require a bank 
holding company (defined so as apparently to include registrant) to secure prior 
approval of the Federal Reserve Board before acquiring ownership or control 
of any additional banking institutions, to divest itself of nonbanking subsidiaries, 
to submit to certain examinations, to file certain reports of its affairs and to 
restrict its dividend payment in any year to 6 percent of the book value of its 
own shares until a reserve fund equal to 12 percent of the aggregate par value 
of all bank stock owned should have been accumulated. 

Such a law would probably restrict, but not necessarily halt registrant’s plans 
to acquire banks in its territory. Registrant would apparently have to dispose 
of its finance and loan, insurance company, insurance agency, and other 
nonbanking subsidiaries. Management feels that this could be done without 
entirely losing to registrant's stockholders the advantages of cooperation and 
earnings presently afforded by ownership of these companies. The examinations 
and reports would be a source of minor annoyance and some small expense, 
and the reserve fund requirement apparently would reduce registrant’s dividend 
payments during the period while the fund was being accumulated. 

I did not know at the time I wrote this paper that a new prospectus 
was out, giving practically the same wording relating to the bills be- 
fore this committee. 

I quote this material as evidence of the fact that these holding 
company groups intend to expand regardless of efforts to control o1 
reguiate them and in their own words, quoted above, can be seen the 
need for adequate and complete legislation. It is obvious that they 
will immediately try to find a way to avoid or evade any legislation 
that is not forceful and complete. 

I should like to call part icular attention to one of the practices re- 
sponsible for the spread of this holding company idea. During the 
last 4 or 5 years, with the tightening of credit and the increase in in- 
terest rates it has been more and more difficult for finance companies 
and consumer credit companies to obtain bank financing. Many of 
these holding companies are inspired by the desires of finance com- 
panies to obtain bank depositors’ funds at very low cost to finance 
their high rate lending operations. When a holding company, under 
the direction of a finance company acquires a bank, very frequently it 
can discount its finance paper, sometimes bearing as high as 16 percent 
interest, with the subsidiary bank, for rates as low as 11% percent to 2 
percent, the holding company pocketing the difference in rate as a 
profit. It should not be necessary to remind you gentlemen that with 
the profits coming in at that rate, the dominant holding company 
may not be too concerned with the quality of the paper that it places in 
the helpless subsidiary bank. 

As you would suppose, the success of any one bank holding company 
organization In acquiring good unit banks at fabulously high profits 
on the stock exchange plan will excite the cupidity and greed of many 
other persons and organizations, particularly all those who have long 
favored monopolistic multiple-unit banking. It is safe to assume that 
many new bank holding company adventures will be organized in St. 
Louis and Missouri in the months immediately ahead, unless prompt 
and effective measures are taken for the control of existing bank hold 
Ing companies. 

One other point should be stressed: In spite of the prosperous con- 
dition of our Nation, the unlisted and almost unmarketable stocks of 
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ar very best unit banks will frequently sell for prices far below their 

rue book value. This creates a problem for the successful unit bank 
offic er who may have grown old in the service of his bank with a large 
part of his estate tied up in the stock of that same bank. Because of 
the rigid controls properly exerted in the public interest by super- 
visors, this stock may pay no dividends. For such an aging bank 
officer—and much more so for his heirs or administrators—the easy 
exchanges offered by the bank holding company may look attractive, 
even though the record shows that most holding companies make large 
profits on net book values from these exchanges because of the methods 


if establishing stock vi alues. Sometimes the entire transaction may 
nd itself to exploitation by clever stock manipulators. A byproduct 
f th ituation is the inevitable intimidation of unit bank office rs by 


the bank holding company since no man dare de fy the hol ling com- 


pany without the implied threat of retaliation through price of stock 
or loss of position. In practical life, the danger of this situation can- 
not be stressed too much. 

In conclusion, bank holding-company evils in general threaten to 
inde _ un 1e the careful pl: ins for the safety of the pub lie’s de ‘posits con- 
tained in our present excellent supervisory system. ‘Through the hold- 
ng company device all of the safeguards erected since the bank diffi- 
ulties of the early 1930’s may be easily evaded by men who think 
primarily of monopoly power and large profits. No responsible su- 
pervisor of banking will tell you, gentlemen of the Congress, that he 
can control the holding company menace under existing laws. Senate 
bill 1118 may not be the perfect answer, but it is an effective tool, and 
f passed immediately, could do much to protect the banking system 
from holding-company raids that are becoming more frequent all the 

me. Monopolists are encouraged by our inaction, and made jealous 
by the successes of their bolder competitors. 

Unless we get legislation to curb the expansion of bank holding 
ompanies, there is good reason to believe that their operations may 
be the loophole in our system of bank supervision that will once again 

stroy many American banks at great cost to their depositors during 
the next serious depression. We urge you to approve and recommend 
for passage Senate bill 1118. 

Senator SparkMan. Mr. Chairman, I wonder if I might ask a 
question ¢ 

The Cuamman. Senator Sparkman. 

Senator SparkMan. I do not know whether you have this figure or 

Mr. Gregory. I noticed from this list of 34 holding companies 
that the Federal Reserve furnished us, it shows total deposits of banks 
held under those 34 holding companies of $138,706,445,000. What is 
the amount of total bank deposits in the United States? Do you 
Know ¢ 

Mr. Grecory. I think the Celler report indicates that holding com- 
panies owned 1214 2 percent of the deposits in the entire United States. 

Senator SparkMANn. That is what I was really trying to get, the 
percentage. That woul l be about one-eighth. a 

Mr. Greeory. Yes, sir; in 30 States. 

The Cuarrman. Do you have any knowledge in Missouri that any 
holding companies that own banks are discounting their own paper, 
or discounting paper with the banks? 
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Mr. Grecory. Yes, sir; I do have some knowledge. I know that it 
is being done generally, and I should like to quote again from this 
prospectus of the General Contract Corp., which in effect answers the 
question : 

The total volume of consumer and installment obligations purchased, including 
paper purchased by the subsidiary banks, amounted to 97,008 in number, aggre- 
gating $67,233,000. The total balance of such obligation outstanding increased 
during the year 1952 from $34,418,000 to $51,065,000, and in number, from 90,978 
to 99,694 pieces, 

The Cuamman. In other words, this bank holding company like- 
wise holds a finance company or finance companies, and they accumu- 
late. 

Mr. Grecory. They collect the paper, and put it—— 

The Cuarrman. Put it in their own subsidiary banks at a discount 4 

Mr. Greoory. Yes, sir. 

The Cuamman. That is the record of that one company. 

Mr. Grecory. That is the record of the one company, and I know 
that others do the same, sir. 

The CHamman. Are you permitted to do that as a banker, in 
Missouri / 

Mr. Grecory. Permitted to do that? Yes, sir; we would be per- 
mitted to do it. The only criticism would be if the quality of paper 
was not up to standard, we would probably hear from some of the 
supervisors. 

The Caiman. You are connected with a bank in St. Louis? 

Mr. Grecory. Yes, sir. 

The Cuarrman. Could your bank set up a finance company tomor- 
row and discount its paper through your own bank ¢ 

Mr. Greeory. Yes, sir; we could. 

Senator Bricker. Is this holding company withdrawing entirely 
from subsidiary banks of the FDIC? 

Mr. Grecory. They are still a member of the FDIC, 

Senator Bricker. They check them ? 

Mr. Gregory. Yes, sir. 

Senator Bricker. The check is not as thorough as the other examin- 
ing agencies: is it? 

Mr. Greeory. I would not say that, sir. I think the three examin- 
Ing agel ies maintain a pretty good standard. 

The Carman. You think this legislation is needed at the moment? 

Mr. Grecory. Most urgently, I believe. The growth of these hold- 
ing companies in our State would be indicative of the fact that they 
would not only grow themselves, but would inspire others to grow. 
The profits are fabulous in this business. 

Senator Bricker. Do the profits come mostly through the small- 
loan business ¢ 

Mr. Greeory. Yes, sir; but they also come through the stock ex- 
changes. 

Senator Bricker. You mean in the acquisition of their own stock? 

Mr. Gregory. Yes, sir; the process of acquisition. 

Senator Bricker. How does that compare with the over-the-counter 
market rate / 

Mr. Grecory. There is not a large market there, so the stock could 
go up very rapidly if a few people arranged it. 
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Senator Bricker. You mean if the stockholders of the local banks 
are misled into the value of that stock, in exchange of their own? 

Mr. Greeory. I can only say, sir, that the actual values involved, 
the 2 banks that I have mentioned in my testimony, the stockholders 
got value back of about 50 percent of their own stock. 

Senator Bricker. About 50 pere ent / 

Mr. Greeory. Yes, sir; about $2.5 million. 

Senator Bricker. I always thought bankers were pretty shrewd 
financiers; that they knew the value of the stock. 

Mr. Gregory. I wish I could say “Yes” to that, but I am not sure 
it is always true. 

Senator Bricker. Evidently it was not in this case. 

Mr. Grecory. In none of these cases, I would say. 

The Cuairman. Are there any other questions, gentlemen ? 

If not, we thank you very much, Mr. Gregory. We appreciate your 
testimony. 

The next witness will be Mr. William J. Bryan, of Nashville, first 
vice president of the Independent Bankers Association. 

You have a prepared statement, I believe? 

Why do you not proceed in your own way then? 

Mr. Bryan. Thank you, sir. 


STATEMENT OF W. J. BRYAN, FIRST VICE PRESIDENT, INDEPEND- 
ENT BANKERS ASSOCIATION 


Mr. Bryan. Mr. Chairman and gentlemen of the committee, my 
name is William J. Bryan. I am first vice president of the Inde- 
pendent Bankers Association. 

On May 9, 1932, a former distinguished chairman of your commit- 
tee, Senator Carter Glass, placed in the Congressional Record an 
opinion that had been rendered on November 6, 1911, by the Solicitor 
General of the United States, Hon. Frederick W. Lehmann. 

Well might Senator Glass inquire by what powerful interests the 
opinion had been “suppressed” and not made public until he dug it 
out of the records of one of the agencies. For Senator Glass was 
at that time holding extensive hearings on a bill sponsored by bank 
holding companies that would permit them to convert their controlled 
banks into branches—regardless of the laws of the States in which 
they were located and also of State lines. 

Senator Glass frankly stated the situation confronting the country 
in the Congressional Record of May 10, 1932, page 9893: 


Lie 





It is the view of the committee, upon information presented, that if we do 
not adopt statewide branch banking, the holding companies and the banks which 
they hold are going to be pretty soon wrecked. I do not know that it ought to be 
stated here, but we want to consider this whole problem in frankness. 

If the existing requirements of the law were put into effect by the Comptroller 
of the Currency, there are thousands of banks which have not yet closed their 
doors, whose capital and surplus have been impaired, which would have to be 
closed up today, and unless we do something of this nature, that part of the 
country where these holding companies exist—and they are not confined to any 
one section, though perhaps they are more numerous in the northwestern section 
of the country than in any other section—are going to find themselves in 
inextricable difficulties. 


That Senator Glass’ statement was well founded is shown by the 
number of holding company banks which subsequently failed, even 
though the Reconstruction Finance Corporation loaned them untold 
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millions in a partially successful effort to save them. Unfortunately, 
we do not have adeqaute statistics on either the failures or loans. 

We do learn from the Federal Reserve Bulletin of February 1938, 
that of the 97 banking groups operating December 31, 1931, only 42 
were in existence 5 years later. Seventeen apparently had succeeded 
in getting State legislation to convert their affiliates into branches. 
This is evidence that bank holding companies are effective fifth col- 
umns for branch banking. 

It cannot be said that the holding company roubles were due to 
their trying to save “weak banks,” as is sometimes heard. I have yet 
to hear of an instance where such was done from this motive alone. 
Said a high official of a holding company in testifying before your 
‘ommittee in 1931: 

We started out to get the strong key banks . 102 banks came in without 


ther recapitalization or without putting up a new bank 
] 


No, bank hol ling com panie are not a bank Red Cross. 


Se nator Gl ass ab d |] n colleagues, the holding companies’ officials 
ind their depositors, the bank supervisory agencies who have had to 
contend—in and out of court—with certain holding companies over 
} ) le . hrouel y om hen . ‘ 

e past av years, Ile lepen ( t bat ks t i1rougnout the Nation, even you 
gentlem } and # would have been saved much money, time, and 
worry if Ge neral Le s-hmik wnn's opinion, mentione “lj in the beginning, had 





been followed. For he held that 

No authority is given by the Federal statutes to the National Banking Associa- 
tion for assigning their powers and delegating their duties to a corporation 
created by a State, and which, under its charter from the State, may engage in a 

usiness and exercise powers denied to the banking association by the law of its 
creation. 

Here again it is to be observed that if the power in question exists, it exists 
without limit. The company may extend its power to the full control of all the 
banks into which it has made entrance. Ner need it stop with these. As it 
grows by what it feeds upon, it may expand into a great central bank, with 
branches in every section of the country. It is in incipient state, a holding 
company of banks, with added power to hold whatever else it may find to be 
to its advantage 

I conclude the Co. in its holding of national bank stocks is in 

surpation of Federal authority and in violation of Federal law. 

Gentlemen, we of the perenne Bankers Association want to 
preserve our home banks. We believe they have been the primary 
factor in the unprecedented development of this country. Like yeast 
ina loaf, ow thor sands of banks scattered throughout the land have 
gone to work in their various and varied areas, and they will continue 
this development if permitted. Being close to the people, they are 
responsive to their needs. They are by the same token the front line 
defense of our capite ilistic system. ‘The quickest and surest way to a 
communistie state is to concentrate control over money and credit. 

There is no way to prevent such concentration except by law. Even 
England found it necessary to forbid further mergers—after five 
banks gained control over practically all its deposits. Ours is the 
only country that has a banking system which is predominantly inde- 
pendent. Can we afford to wait and risk losing it? Some sections 
of the country are already well on the way tow: ard doing so. 

We feel that the Capehart bill, S. 1118, is very fair and just legis- 
ation, as well as necessary. It is based on the solid proposition that 
t bank holding company should not be able to do indirectly what 
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banks are forbidden to do directly, and thereby defeat the law. To 
quote General Lehman again: 

Indirection, if it accomplishes the same purpose, stands upon the same 
footing with direction. 

This bill would prevent further evasions of law in three important 
ways: 

It would prevent a holding company from buying banks in 
States other than its domicile, which is in keeping with Federal law 
against interstate branch banking. I should like to emphasize to you, 
gentlemen, that there is no way for a State to protect itself from such 
invasion. Federal legislation is necessary to this end. 

2. Since most States have adopted legislation ranging from out 
right prohibition to strict limitation of banking concentr ation, and 
since holding companies subs seque ‘ntly were organized for the primary 
purpose of ev: a those restrictions, this bill would limit future bank 
iequisitions by holding companies to the same degree. While the 
States can legislate on intrastate holding companies, their intent has 
been demonstrated, and legislation should be required only where a 
State desires either to expand or contract such priv ileges. 
3. A fundamental principle of banking is that banks should not 
own other business ss, and both National and State banking laws 
prohibit this. This bill would forbid further such acquisitions by 
bank holding g - companies, and would require them to dispose of such 

ssets W ithin a reasonable period. 

Those are the objectives of the Capehart bill. I should like to 
emphasize that there is nothing in it that smacks of “spite” legislation. 

It is not even punitive legislation. It simply says to the b ank hold 
ing companies, “Go. and sin no more.” The ‘Vy are not required to dis 
pose of a single bank that they now own. Expansion is permitted 
within the limitations of Federal and State laws. Thi principle OT 
State rights, a fundamental of our dual banking system, is protected. 

The need for legislation of this nature has long been recognized. 
The three Federal supervisory agencies have repeatedly called atten 
tion to the lack of necessary power for dealing with the bank holding 
company problems. 

The recent acqui ition of three Chicago banks by a Texas finance 


company was mentioned in the hearings vyesterd: ivy. This leads me t 
ay that the record of the past contains 11 nnumerable instances of simi 
lar transa 't10) 1S, And. under exist ing’ laws, it can be repeated agal 


} . ] . ) 2) 
and again, and on a much larger seale. 


The Capehart bill is the only proposed le 
definitely poms this particular occurrence, and that insures 
against its future repetition. 

The National Association of Supervisors of State Banks has et 
dorsed the ( ‘apehart bill. Over three-fourths of the State bankers’ 
associations have endorsed its principles. In fact, it is my under- 
standing that a majority of the holding companies are not opposed. 

It is certain that the individual bankers of the Nation overwhelm- 
ingly favor this legislation. Notwithstanding the fact that holding 
companies are not considered an immediate problem in many States, 
over 5,000 banks have joined the 2 independent bankers’ assoc iations, 
and the number is steadily rising. ‘These organizations have the single 
purpose of helping preserve our free-enterprise banks. 

We feel that this legislation is essential, and we respectfully urge 
your favorable action on it. 


rislation that would have 
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The CuHamman. What do you mean by “fifth column” banking, 
which you used in your statement / 

Mr. Bryan. In the early 1920's, after branch banking got started, 
particularly in California, many of the States that didn’t have laws 
prohibiting it passed such legislation. That happened in my State. 
Following that, some of our friends got a little ambitious and started 
going out and acquiring banks; and in most instances the competitive 
bank in that town, feeling that it could not let competition g vo out and 
get its customers, started it, too. So, it started a competition for buy- 
ing banks between the two. As the trouble developed in the late 
1920's and early 1930's, they discovered, or decided, that if they could 
convert those affiliated banks into branches it would relieve that situa- 
tion toa great degree. And, in practically every State where holding 
companies existed, attempts were made to change the laws and permit 
branch banking: and many of the States did do ‘that. 

Or several of them did. 

The Caarrman. That is what you mean by “fifth column”? 

Mr. Bryan. Yes, sir: they can go in and pave the way, just like 
I was quoting from Senator Glass here—they were using a bad situa- 

tion in the holding companies there as a reason why it was necessary to 
pass branch-banking legislation, in order to save them. 

Senator Bricker. Do you have that going on now 4 

Mr. Bryan. No, sir; there does not seem to have been too much ac- 
ivity in acquisition of banks by established holding companies. We 
have one in our State, and I would like to say it isa very soundly man- 
aged one. They have shown no indication of wanting to get any banks. 
However, in some States there have been some indications, particularly 
in Texas, that this might be vetting started down there. 

Hlowever, a recent ruling by the Attorney General has apparently 
put a stop to that. 

The CuairmMan. Do you agree with the statement made here earlier 
that S. 1118 cuts off the | legs a nd arms and completely ruins the holding 
companies of the United States? 

Mr. Bi ryan. No, sir; I do not think it hurts the em at all, Mr. Chair- 
man. It is not requiring them to dispose of a single bank that they 
have. 

I do think, though, it is very necessary and urgent that we pass it. 
The hi 
restrict it you eventually wind up with a small group of banks con- 
trolling all. 

The CuarrmMan. In other words, a holding company that now holds 
in interest in the bank would continue to own it ? 

Mr. Bryan. Would continue to own the banks. It would only have 
to clispose of nonbanking assets. 

The Cuarrman. It would have to dispose of its interests in other 
categories of businesses / 

Mr. Bryan. That is correct, sir. Which is a fundamental principle 
of all banking: that banks should not own businesses. 

The Cuarmman. The banks in Indiana are not permitted to own 


story of banking throughout the world shows if you do not 


DUSITNeESSeS, 

Senator Bricker. Not very many places, except the holding com- 
panies’ organization. 

Mr. Bryan. They are not permitted through national or State law 
1 the holding-company device, they 


to hold businesses. But, throug! 


cet around that restriction. 
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The Cuairman. Then, you do not agree that S. 1118 does anything 
other than stop the continuation of this problem, and requires the 
banking holding companies to divest themselves of other interests ? 

Mr. Bryan. That is correct, sir. 

Senator Bricker. Makes them comply with State banking laws? 

Mr. Bryan. And, if you do permit them to continue to expand, we 
will wind up with a venture something like Canada, with 5 banks 
operating 4,000 branches over the country; England, with a very small 
number of banks. 

The Cuairman. Of course, we will have witnesses here a little later 
from the holding companies, and we will get their viewpoint. 

They may not agree. 

Mr. Bryan. I do not think they would say they expected to do that. 
Conditions sometimes force them to do things which they do not want 
to do. 

Just like in that competitive situation I mentioned awhile ago. I 
know, in my own town, one of the banks there started a holding com- 
pany. The other bank, its large competitor, was definitely opposed to 
it, but it felt it had to do it to protect its own interest. 

‘The Cuairman. In other words, one bank starts a holding company, 
and they start acquiring banks within the State and others start 
doing the same thing? 

Mr. Bryan. Yes, sir; just to protect themselves, although they may 
not want to do it, and feel it is wrong. 

Senator Bricker. You mentioned you do not have any other cases 
similar to the Texas finance-company holding of Chicago banks ? 

Mr. Bryan. Senator Bricker, I do not have the answer to your 
question, but the information is available. One difficulty that we in- 
dependents have had in presenting our case is in getting adequate in- 
formation. 

For instance, we do not have information available on the loans 
made by RFC, except as it appears in the newspapers. 

We do not have adequate information about the failures of these 
banks. We do have a great long list of chain banks, holding-company 
banks. and branch banks which did fail, but nothing official. It would 
be very helpful to us if that information could be ascertained, and I 
think it would be helpful to your committee in considering this prob- 
lem, because it is a potential of much evil. 

The Cuamman. We certainly will get the information. If it is 
helpful and factual, we want it. But we do not want any testimony 
here or information that is not factual. 

We asked the Federal Reserve Board yesterday to give us a com- 
parative analysis of the three bills before the committee at the moment. 

One is S. 1118, and one is S. 76, and the other we call the Federal 
Reserve idea, but it has been made a committee print. Under the rules 
you cannot have bills printed unless some individual Senator intro- 
duces it, other than on the basis of a committee print. 

So, it is the Federal Reserve banks’ idea of what should be done. 

I do not know whether they intended to introduce it vesterday or 
not, but they had it with them, and we suggested they place it in the 
record, which they did. (See p. 8.) 

Without objection, we will place the comparative analysis in the 
record at this time. 

(The document referred to follows :) 
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The Cuarrman. We will instruct the clerk to see that a copy of this 
analysis made by the Federal Reserve bank is placed in the hand of 
ach member of this committee a little later today. 

Any other questions, gentlemen ? 

Senator SparKMAN. No questions. Thank you very much. 

The Cuarrman. I believe that is all of the witnesses that we have 
this morning. 

Mr. Bryan. Thank you, Mr. Chairman. 

Senator Bennerr. The witness made a statement there are two inde- 
pendent bankers associations. 

Apparently Mr. Brumbaugh and Mr. Bryan both represent the 
same association. What is the other association, and will it be heard ? 

The CHarrman. I think he had reference to the American Bankers 
Association. Or are there two independent bankers associations ? 

Mr. Bryan. Mr. Harry Harding is here and is scheduled to appear 
tomorrow. 

Senator Bennetr. That is a regional association, not a national 
association. 

The Cuatrman. There are not two independent national associa- 
tions, are there ? 

Mr. Harding represents the regional association, is that correct ? 

Well, we are going to recess here in just a moment, but I might tell 
you who our witnesses will be tomorrow. 

When we do recess, we will recess until 2 o’clock. 

Our witness tomorrow will be Mr. George Boyles of the American 
Bankers Association, and Mr. Harry J. Harding, the president of the 
Independent Bankers Association, California. 

Mr. Harpine. No, Senator, the 12th Federal Reserve District covers 
the western States. 

The Cuarrman. I see the 12th Reserve District. 

And also Mr. Earl Cook, the chairman of the Federal Deposit Insur- 
ance Corporation will be here tomorrow morning to give us full and 
complete facts on exactly what happened in respect to those three 
banks in Chicago. 

So we will have 3 witnesses tomorrow, and we will meet at 10 o’clock. 
Before we recess, I want to, if I may, remind each member of the com- 
mittee that at 2 o’clock this afternoon we will consider in open ses- 
sion the nomination of Mr. Demmler, to be a member of the Securities 
and Exchange Commission. I am hopeful that we can have a quorum, 
because that nomination has been held up for some time, and we are 
badly in need of a new commissioner on the Securities and Exchange 
Commission. 

So that will be held at 2 o’clock. 

If there is nothing further on anyone’s part, this morning; we have 
15 minutes 

Does anybody want to testify ? 

Has anyone anything to say ? 

I might say this, that after tomorrow, we will recess, recess only, 
our heavings, and again take them up possibly the latter part of the 
month, or not earlier than the first part of July, at which time we will 
hear, I presume, opponents of this legislation. 

But we will definitely continue these hearings the latter part of the 
month or the early part of July, and anyone that wishes to testify we 
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will be very happy to have them, and we will arrange for them to be 
heard. 

l'urthermore anyone that has already testified, if they care to file 
any supplemental statements, we will be glad to have those. We like- 

se will permit anyone that has already testified, if they want to, to 
come in and testify again, because we just have one thought in mind, 
ind that is getting the facts. 

We have three bills here before us at the moment, and there is no 
ompetition between any of us in respect to those three bills. They are 

: for study, and study only. When we get through with the hear- 
ugs, I am hopeful the committee will be able to arrive at the proper 
decision, and I believe it will. 

So, if there is nothing further, we stand in recess until 2 o’clock this 
afternoon for this confirmation and at 10 o’clock tomorrow morning 
for these further hearings. 

(Whereupon, at 11:50 a. m., the committee recessed to reconvene 
it 2: 10 p. m., the same day.) 
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FRIDAY, JUNE 12, 1953 


UNrrep STATES SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 
The committee met, pursuant to notice, at 10:05 a. m., in room 301, 
Senate Office Building, Senator Homer EF. 
presiding. 
Present: Senators Capehart, Bennett, Bush, Beall, Payne, and 
Douglas. 
The CuHatrMan. The committee will come to order. 
Our first witness this morning is Mr. Cook, chairman of the Board 
of Directors of the Federal Deposit Lusurance Corporation. 
Mr. Cook, will you come forward, please ¢ 
Senator bennetr. Mr. Chairman, while Mr. Cook is coming for- 
ward, may I present a statement for the record, of Mr. Orval W. 
Adams, former president of the American Bankers Association. 
The Cuatrman. Without objection, it will be made a part of the 
record. 
The statement referred to follows:) 


Capehart, chairman, 


STATEMENT OF ORVAL W. ADAMS, EXECUTIVE VICE PRESTD! 
BANK, SALT LAKE City, UTAH, FORMER PRESIDENT OF 
ASSOCIATION 


NT, First NATIONAI 
rHE AMERICAN BANKERS 


Mr. ADAMS. Mr. Chairman and gentlemen, my name is Orval W. Adams. 
Since 1903 I have been in the banking business in Utah, and since 1923 I have 
been executive vice president of the First National Bank of Salt Lake City, Utah. 

In 1937 and 1938 I was president of the Amercian Bankers Association. Be 
fore the date for this hearing was set, I had made enzagements which render 
it absolutely impossible for me to be in Washington today. Otherwise I would 
be there to testify in person in support of S. 1118, because I believe that bank 
holding company regulatory legislation is absolutely essential if our American 
dual system of inpendent banking is to be preserved. Since I cannot be there 
n person, I have ask Senator Bennett of Utah to present this statement in my 
behalf. 

The device of the bank holding company was evolved 
banking laws of the Nation. Bank interests which 
to establish additional branches found that they 
result through the use of a bank holding company. 
and is now widely used. 

In 1933 Congress tried to plug up the hole 


in order to evade the 
could not obtain authority 
could accomplish the same 
The device became popular 


in the banking laws with reference 


to bank holding companies, but its action was not effective. Today a bank 
holding company can buy stock in any bank in the Nation without securing 
the approval of any Federal or State authority Not only can a bank holding 


company buy stock in any bank it chooses, but 


it can buy stock in as many dif 
ferent banks, National or State, in t 


he same community as it chooses and can 
become dominant in any community or in any area 
Not only can it buy banks, but it can buy companies engaged in other busi- 
sses, thus violating another recognized American principle that banks should 


be engaged solely in the business of banking. 
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S. 1118, now before your committee, provides that bank holding companies 
must confine their activities to banking. It provides for restrictions on expan- 
sion across State lines just as banks are now prohibited from establishing 
branches in other States, and it provides for expansion within a State only in 
accordance with a State’s own laws. 

A bank holding company cannot be examined as can a bank, and in reality 
at the present time it operates above and beyond the law. The unregulated 
operations of such companies tend to create a monopoly of banking and to 
endanger that freedom of credit and competitive credit which is essential to 
free enterprise and competitive enterprise. If the growth of bank holding 
companies continues, the socialization of banking is a very real possiblity. 

The American systems of locally owned and operated banks is a mature product 
of long and steady growth, reflecting changes of economic and industrial condi- 
tions occurring with the development of our country. 

Consequently, it is a system peculiarly adapted to meet the needs of our people ; 
a system based upon those fundamental principles which underlie the great 
concept of State rights—namely, that we should build from the bottom up and 
not from the top down, that control should lie with those possessing the infor- 
mation with which to act, that problems local to a group, a city, or a State 
should be decided by those affected thereby and not by others located at a dis- 
tance unacquainted with local conditions, That is the system upon which Ameri- 
can government, American industry, American finance, has been built. 

We are concerned to see that the banking system shall never be diverted from 
its proper function of serving the needs of industry and of the individual, self- 
reliant man or Woman engaged in making his or her own way toward an old-age 
competence. 

Gentlemen, the bank holding company problem is not limited to any one section 
of this country. In my travels and in my contacts with banking over the Nation 
I have seen bank holding companies grow to power and dominance in many places. 
I do not mean by what I have said to indicate that every bank holding company 
is operated in such a way as to be subject to criticism. 

Indeed, it is my belief that there are some hank holding companies which favor 
bank holding company regulatory legislation. But I cannot emphasize too 
strongly that the bank holding company device is inherently dangerous and 
that such companies should be regulated in the same manner that banks are 
regulated and that effective legislation should be passed at this session of the 
Congress. 

In banking, it is very much later than those who have not had experience with 
the danger of monopolies at first hand, know. 

If monopoly is dangerous, then money and credit monopoly is the most 
dangerous of all monopolies. 


The CHatrMan. Without objection a communication from Mr. Lacy 
and Mr. Jones, of Oklahoma, will be placed in the record at this point. 
(The letter referred to follows :) 


Hon. Homer E. CAPEHART, 
Senate Office Building, Washington, D. C. 
DearR SENATOR CAPEHART: At your suggestion we deliver herewith Discussion 
of Remedial Legislation needed by Bank Holding Companies. 


SUGGESTED CHANGES IN THE CAPEHART BILL (8. 1118) 


We do not advocate or oppose bank holding company legislation, but believe 
that some provision similar to the one herein suggested should be included in 
any such legislation. 

However, if such companies are to be further regulated, curbed, or caused 
to be separated into parts, we ask that equitable tax treatment be provided 
therein to permit voluntary liquidation of an entire bank holding company 
through distribution to the individual stockholders of the holding company, 
of all of the corporate stock and other securities of subsidiaries owned by it, as 
well as equitable tax treatment now included in proposed legislation for those 
parts mandatorily divorced. 

The shareholders’ cost of holding company stock should be allocated to the 
corporate securities received and taxation on such a transaction should be 
deferred until the actual disposition by the recipient of such shares or securities. 
Any distribution of cash or assets other than corporate stock or securities co- 
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incidental with such a distribution or liquidation should be immediately taxed 
to the recipient. 

The Internal Revenue Code and Regulations apparently provide for such a 
tax-free downstream reorganization, but the Bureau presently contends that 
in finnl substance such a transaction is a corporate liquidation and, therefore, 
immediately a tax liability is created based on income measured by the differ- 
ence between the cost basis to the individual shareholder and the present value 
of the corporate stocks received in such a voluntary liquidation. 

The Treasury's interest would be protected in that no proper business interest 
would be served unless such a move would improve the earning potential of 
each subsidiary and thus create additional continuing income subject to all 
income taxes imposed on corporations. 

It seems unreasonable not to be permitted, without incurring an immediate 
tax liability, to exchange one corporate stock Certificate, representing only a 
direct ownership in the identical several corporations. 

It would seem equitable to be allowed to completely eliminate a bank holding 
company without incurring an immediate tax if the public interest is served 
by the adoption of legislation to curb or regulate such companies. 

Respectfully submitted. 

L. D. Lacy, 
Oklahoma City, Olla. 


EpwIin B. Jones, Jr. 
Tulsa, Okla. 


DISCUSSION OF REMEDIAL LEGISLATION NEEDED BY BANK HoLpING COMPANIES 
INTRODUCTION 


Since the beginning of 1941, each Congress, with the exception of the 7th 
Congress, has introduced one or more bills directed toward the regulation of 
bank holding companies. 

These bills were designed to stop the trend toward monopolies in the field of 
banking and to encourage competition and local ownership and control of banks. 
Such a bill, known as the Capehart bill (S. 1118) is now pending in the United 
States Senate and has been referred to the Committee on Banking and Currency. 
The Capehart bill would subject bank holding companies to strict regulation by 
the Federal Reserve Bourd. If passed in its present form, no corporation could 
become a bank holding company eXcept under certain conditions and, with few 
exceptions, no bank helding company could own shares in a nonbanking com- 
pany. Although such bill would not “break up” existing holding companies, 
the management of such existing companies would be burdened with regulations 
much stricter than regulations affecting the management of banks which are 
not affiliated with holding companies. 

Problem: It is obvious that those Members of Congress favoring the Capehart 
bill desire to prevent monopolies in the field of banking. They feel that their 
primary motives have considerable merit. 

However, they should not lose sight of the fact that the Capehart bill in its 
present form, although it does not require the “breaking up” of existing holding 
companies, does not afford the means by which those companies can be “broken 
up” if desired without imposing harsh tax burdens upon the stockholders of 
the holding company. 

Many of the existing bank holding companies would desire to liquidate if 
the liquidations could be accomplished without the stockholders incurring tax 
liabilities upon the distributions of stocks in the subsidiary banks and com- 
panies to the holding companies’ stockholders. 

In view of the attitude of the proponents of the Capehart bill toward bank 
holding companies, it is believed that they would desire to encourage the liquida- 
tions of existing holding companies as well as restrict the formation of new 
holding companies. 

Under the existing internal revenue laws, if a bank holding company is liqui- 
dated, a stockholder realizes a taxable gain measured by the difference between 
the fair market value of the assets received by him, including shares of stock 
in the subsidiary companies, and his original cost basis of the holding-company 
stock owned by him at the time of the liquidation (references—sections 115 (c) 
and 115 (j) of the Internal Revenue Code). 

In many instances this added tax burden would be prohibitive in view of large 
increases in the values of the subsidiaries’ stocks since the particular stockholder 
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first acquired his holding-company stock. The stockholder would still have such 
a tax burden even though upon the liquidation of the holding company he 
received only his pro rata part of the subsidiaries’ stocks, which stocks he would 
have owned indirectly prior to the liquidation. 

The question might be asked as to why an existing holding company and its 
subsidiaries could not put into effect a plan of reorganization which would 
accomplish the same thing by means of nontaxable exchanges under section 
112 (b) (3) of the Internal Revenue Code made pursuant to a plan of reorgan- 
ization within the contemplation of section 112 (g) of the code. 

Such an avenue of escape from the aforesaid tax burdens was sought recently 
by the stockholders of an existing bank holding company hereinafter designated 
as company X. 

This holding company formulated a plan whereby its stockholders would sur- 
render part of their stock in the holding company for stocks in all but one of 
the company’s subsidiaries in connection with a series of reorganizations which 
technically met all requirements of the Internal Revenue Code pertaining to 
nontaxable reorganizations. This plan was submitted to the Bureau of Internal 
Revenue in Washington, D. C., for an unofficial ruling as to whether the stock- 
holders would realize taxable gains upon the exchanges if the plan were put into 
elites 

During informal conferences in Washington, D. C., it was indicated that the 
Bureau of Internal Revenue would hold that the holding company’s stockholders 

ould realize taxable gains upon the exchanges of stocks if the plan were put 
into effect. It was the reasoning of the Bureau’s conferee that even though the 
plan might meet all requirements of a nontaxable reorganization set forth in 
section 112 (g) of the Internal Revenue Code, the judicially-imposed additional 
requirement of “substance versus form” would render the exchanges taxable 
under the theory that in effect the exchanges would be merely distributions in 
partial liquidation of company X. 

The aforesaid plans of reorganization proposed for company X and its six 
subsidiary companies, and the arguments for and against the treatment of the 
exchanges of stocks as nontaxable exchanges are set forth in the enclosed plan 
of reorganization for company X and its subsidiaries. 

Even though the stockholders of company X might prevail in their contention 
that the exchanges would be nontaxable, the costs of the litigation and the pos- 
sibility of adverse decisions by our courts after it is too late to back up has 
required an abandonment of this possible avenue of escape. In this connection, 
attention is directed to the fact that under the United States Code, declaratory 
judgments are not permitted with respect to Federal taxes. 

During he aforementioned conference in Washington, the Internal Revenue 
Bureau conferee indicated that the subsidiaries of company X might be separated 
from each other by means of a series of “spin-offs” under section 112 (b) (11) 
of the Internal Revenue Code, under which plan a separate holding company 
would be organized for each subsidiary of company X, except one which would 
continue as a wholly owned subsidiary of company X. These “spin-offs” would, 
of course, separate all of the subsidiaries from each other, but the present stock- 
holders of company X would be burdened with additional holding companies (five 
in this instance). From a practical standpoint these additional holding com- 
panies, each of which would own all of the capital stock of one operating com- 
pany, would serve no useful purpose. To require the organization of useless 
holding companies now controlled by company X without incurring heavy tax 
burdens on its stockholders, is most illogical and unjust. 


Lit’ 





POSSIBLE SOLUTION 


If Congress desires to regulate holding companies and encourage the “breaking 
up” of existing holding companies, the means should be provided by which the 
holding companies can be liquidated without imposing huge tax burdens on their 
stockholders. 

This could be accomplished by an appropriate amendment to the Internal 
Revenue Code deferring the recognition of any gain to the holding company’s 
stockholders until such a time as they dispose of the stocks which they receive 
in the subsidiary companies upon the liquidation of the holding company. 

Similar provisions are contained in the Internal Revenue Code with respect 

) certain exchanges and distributions in obedience to the orders of Securities 
Excliange Commission (section 371) and certain sales or exchanges made in 
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order to effectuate the policies of the Federal Communications Commission (sec- 
tion 112 (m)). 

The stockholders of the aforementioned company X desire only to acquire 
direct ownership of the stocks of the subsidiary companies which they now own 
indirectly through the holding company, and, naturally, realize that upon the 
liquidation of company X any gain should be recognized for tax purposes to the 
extent of assets received (if any) other than stocks in the subsidiary companies. 

Specifically, this could be accomplished by including in the Capehart bill the 
necessary amendments to the Internal Revenue Code. Attached hereto are sug- 
gested changes in the Capehart bill which, it is believed, will encourage the liqui- 
dation and “breaking up” ef bank holding companies and yet will not deprive 
our Treasury Department of taxes justly due. 


SUGGESTED CHANGES IN THE CAPEHART BILL (8. 1118) 


Change section 4 of the bill (pertaining to registration, reports, and examina- 
tion) to provide as follows: 

“Sec. 4. (a2) Except as provided in subsection (d) of this section, within 90 
days after the effective date of this act, or within 90 days after becoming a bank 
holding company, whichever is later, each bank holding company shall register 
with the Board on forms prescribed by the Board, which shall include such in- 
formation with respect to the financial condition and operations, management, 
and intercompany relationships of the bank holding company and its subsidiaries, 
and related matters, as the Board may deem necessary or appropriate to carry 
out the purposes of this act. 

‘“(b) The Board is authorized to issue such regulations and orders as may be 
necessary to enable it to administer and carry out the purposes of this act and 
prevent evasions thereof. 

“(c) The Board from time to time may require reports under oath to keep it 
informed as to whether the provisions of this act and such regulations and 
orders issued thereunder have been complied with ; and to ascertain the condition 
of each bank holding company and each subsidiary thereof. The Board shall, as 
far as possible, use the reports of examinations made by the Comptroller of the 
Currency, the Federal Deposit Insurance Corporation, or the appropriate State 
bank supervisory authority for the purposes of this section. 

“(d) With respect to a company which is a bank holding company on the 
effective date of this act and which within 90 days therefrom adopts a plan of 


liquidation providing for its complete liquidation within 6 months from the 


effective date of this act, the reports and information otherwise required by 
subsection (a) of this section shall be waived if within the 90-day period the 
company files with the Board certified copies of the resolutions of its stock- 
holders and board of directors adopting the plan of complete liquidation: Pro 
vided, however, If the liquidation is not completed within 6 months from the 
effective date of this act, the reports and information required by subsection (a) 
of this section shall be filed with the Board on or before the expiration of said 
6-month period.” 

Change subparagraph (f) of section 11 of the bill (pertaining to technical 
amendments) to provide as follows: 

“(f) Section 112 (b) of the Internal Revenue Code is amended by adding at 
the end thereof the following: 

“(12) DISTRIBUTIONS AND EXCHANGES PURSUANT TO BANK HOLDING COM- 
PANY ACT OF 1953.- 

“(A) Distribution in Liquidation.—In the case of distributions of 
property in complete liquidation of a bank holding company within 
6 months after the effective date of the Bank Holding Company Act of 
1953 under a plan of liquidation adopted within 90 days after the 
effective date of such act (as provided in subpar. (d) of see, 4 of such 
act), any gain of a shareholder in such bank holding company shall be 
recognized only to the extent of the portion of the assets received by 
such shareholder which consists of money or property other than stock 
or securities of subsidiaries of such bank holding company. 

“(B) Distributions.—In the case of a distribution of property not 
permitted to be owned by a bank holding company under the provisions 
of section 6 of the Bank Holding Company Act of 1953, held by a bank 
holding company on the date of enactment of such act or thereafter 
legally acquired pursuant to such act, made pursuant to an order of the 
Board of Governors of the Federal Reserve System authorizing, appro 
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ing. or directing such distribution as effectuating the policy of the Bank 
Holding Company Act of 1953, to a shareholder in such bank holding 
company as defined in such act, either with or without the surrender by 
such a shareholder of stock or securities in such company, no gain or loss 
to the distributor or distributee shall be recognized. 

“(C) Exchanges.—No gain or loss to the distributor or distributee 
shall be recognized if a bank holding company, pursuant to an order 
of the Board of Governors of the Federal Reserve System authorizing, 
approving, or directing such exchange as effectuating the policy of the 
Bank Holding Company Act of 19538, transfers property not permitted 
to be owned by a bank holding company under the provisions of section 
6 of such act, to a corporation organized to receive such property solely 
in exchange for all of the stock of such transferee corporation and such 
stock is distributed forthwith in a distribution subject to the provisions 
of subparagraph (B). 

“(1)) Definitions—For the purposes of subparagraph (A), a bank 
holding company shall mean any company which qualifies as a subsidiary 
of a specified bank holding company on the effective date of the Bank 
Holding Company Act of 1953 under subparagraph (a) of section 3 of 
such act, and a subsidiary shall mean any company which qualifies as 
a subsidiary of a specified bank holding company on the effective date 
of the Bank Holding Company Act of 1953 under subparagraph (b) of 
section 3 of such act. 

“(E) Application of subparagraphs (B) and (C).—The provisions 
of subparagraphs (B) and (C) of this paragraph shall not apply unless 
the Board of Governors of the Federal Reserve System shall certify 
that such distribution or exchange was of property not permitted to be 
owned under the provisions of section 6 of the Bank Holding Company 
Act of 1953 and was necessary or appropriate to effectuate the pro- 
visions of such act. In such certification, the Board of Governors of 
the Federal Reserve System shall specify and itemize the stock, secu- 
rities, or other property so distributed or exchanged.” 


Change subparagraph (g) of section 11 of the bill (pertaining to technical 
amendments) to provide as follows: 


“(o) 


Section 113 (a) of the Internal Revenue Code is amended by adding at 


the end thereof the following: 


(24) PROPERTY ACQUIRED IN DISTRIBUTION PURSUANT TO BANK HOLDING 
COMPANY ACT OF 1953.— 


“(A) If the property consists of stock or securities of a company or 
companies qualifying as a subsidiary or subsidiaries of a bank holding 
company under subpararaph (b) of section 3 of the Bank Holding Act 
of 1953 on the effective date of such act, and was acquired in a complete 
liquidation of a bank holding company with respect to which a gain 
was realized but with respect to which a gain was realized but with 
respect to which the entire gain was not recognized by reason of section 
112 (b) (12) A, then the basis shall be the same as the basis of the 
stock of the bank holding company canceled or redeemed in the liquida- 
tion, decreased in the amount of any other property received by the 
shareholder, and increased in the amount of gain recognized to him 
upon the liquidation. 

“(B) If property other than stock or securities is acquired in a 
distribution subject to the provisions of section 112 (b) (12) (B) or 
(C), then the basis of such property shall be the same as it would be in 
the hands of the company distributing such property; and an amount 
equal to the adjusted basis which such property had in the hands of 
such distributing company at the time of such distribution shall be 
applied against and reduce the adjusted basis of the stock in respect 
of which the distribution was made; and when, in a distribution sub- 
ject to the provisions of section 112 (b) (12) (B), or upon receipt in an 
exchange subject to the provisions of section 112 (b) (12) (C), any 
property is acquired by a tributee of such company, then the basis of 
any such property shall be apportioned in the manner provided in sub- 
paragraph (C) of this paragraph (24). 

“(C) If stock or securities is acquired in a distribution subject to 
the provisions of section 112 (b) (12) (B) or (C), then the basis in 
the case of the stock in respect of which the distribution was made 
shall be apportioned, under regulations prescribed by the Secretary, 


re 
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between the portion of such stock or securities acquired in such dis- 
tribution. 

“(D) Where stock or securities and property other than stock or 
securities are acquired in a distribution subject to the provisions of 
section 112 (b) (12) (B) or (C), subparagraph (B) of this paragraph 
shall be applied before subparagraph (C). 

“(E) If stock is acquired by a bank holding company in an exchange 
subject to the provisions of section 112 (b) (12) (C) then the basis 
of such stock shall be the same as in the case of the property exchanged ; 
and when, in a distribution subject to the provisions of section 112 (b) 
(12) (B), such stock is acquired by a distributee of such company, then 
the basis of any such property shall be apportioned in the manner 
provided in subparagraph (C) of this paragraph (24). 

“(EF) If property is acquired by a corporation in a transfer from a 
bank holding company subject to the provisions of section 112 (b) (12) 
(C), then the basis of such property shall be the same as it would be 
in the hands of such bank holding company.” 


The Cuatrman. Is there anything else to go in the record at this 
time / 

Without objection, there are a number of resolutions in the hands 
of the committee from State banking associations, and also letters 
from various individuals, which will be placed in the record. 

(The documents referred to follow: ) 


BAron Rouge, La., 
May 11, 1953. 
Hon. ALLEN J. ELLENDER, 
United States Senate, Washington, D. C.: 

The national association of supervisors of State banks, and the Louisiana 
Bankers Association, representing all State and national banks of Louisiana, by 
resolution, strongly favor passage of the Capehart bill S. 118. 

This department urges your favorable consideration and feels that your sup- 
port of this measure will insure its passage and prevent further expansion of 
holding company operations across State lines, unless permitted by the laws of 
the States so invaded. 

Epwarp F. Fottert, 
State Bank Commissioner, State of Louisiana. 


CALIFORNIA BANKERS ASSOCIATION, 
San Francisco, June 2, 1958. 
Hon. Homer E. CAPeHART, 
Chairman, Senate Banking Committee, 
United States Senate, Washington, D. C. 

Dear Sir: The enclosed resolution adopted by this association in convention on 
May 19, 1953, expresses our official views on bank holding company legislation in 
general and on your bill S. 1118 in particular. 

Your consideration of the opinions expressed in the resolution will be 
appreciated. 

Very truly yours, 
Oscar R. MENNENGA, 
Brecutive Manayer. 


RESOLUTION ON BANK HOLDING COMPANY LEGISLATION ADOPTED BY CALIFORNIA 
BANKERS ASSOCIATION, CoRONADO, CALIF., May 19, 1953 


Whereas the California Bankers Association has heretofore declared that a 
bank holding company may sometimes be used to circumvent Federal and State 
banking laws and to engage in lines of business which are prohibited to banking 
institutions and has expressed itself as opposed to such practices, and 

Whereas the Capehart Bill, S. 1118, now before the United States Senate seeks 
to close the loopholes which permit such circumvention of laws: Now, therefore, 
be it 
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Resolved, That this association endorses the principles of bank holding company 
egislation as embodied in the Capehart Bill, S. 1118, and urges the Congress to 
vive immediate consideration to this legislation which requires bank holding 
companies to conform to the same State and Federal laws which now govern the 





operation and expansion of chartered banks; and be it further 
Resolved, That this association urges its members to do all in their power to 
secure prompt enactment of such legislation. 


RESOLUTION PASSED BY THE WYOMING BANKERS ASSOCIATION AT CoDY, WyY0., ON 


JUNE 8 AND 9, 1951 





Whereas it is illegal for a bank to own and operate nonbanking businesses ; and 
Whereas it is also illegal for a bank to operate branches across State lines; and 
Vhereas some States restrict the operation of branches or prohibit branches 
ogether ; and 

Whereas what is illegal for a bank to do directly should be illegal for a bank 

ad ndirectly through the holding company device ; Now, therefore, be it 





Resolved, That this association end es and urges the adoption of Federal 
legislation to regulate and control bank holding companies so that they are com 
welled to divest themselves of nonbanking businesses: so that they will not be 


per tted further to expand across State lines; and so that they in their opera- 

tions and expansion in any State will conform to the same restrictions as to 
inches that apply to bank erating in that State; and be it further 
Resolwed, That the officers, directors nd members of the association do every 
ng in their power to secure the enactment of such legislation as soon as possible 


Misstssrpr1 BANKERS ASSOCIATION, 
Jackson 5, Miss... May 27, 1953 


Washington, D.C 


Drar Sr Among the resolutions adopted by the convention of the Mississippi 
Bankers Association is one or more of interest to vou and to the committee on 

ich you are rving Enclosed is a certified copy of the resolutions 

I am instructed by the convention to convey the resolutions to you for your 
Informatior 


Sincerely yours, 


LEIGH WATKINS, Jr., Secretary 


RESOLUTIONS CONCERNING MATTERS OF NATIONAL CONCERN ADOPTED BY THE MISSIS- 
SIPPI BANKERS ASSOCIATION IN OFFICIAL CONVENTION AT THE BUENA VISTA 
Hore., Briox1, Miss., May 20, 1953 


RELATING TO BAD DEBT RESERVE INCREASI 


‘Whereas the members of the Mississippi Bankers Association are all cognizant 
of the need of strong and adequate reserves for periods of economic adversity ; 
and 

Whereas after sustained prosperity there could lie ahead a period of economic 
readjustment which would call for decisive and courageous lending by the 
banks of our Nation for the benefit of their own communities and for the stability 
of the entire country: and 
“Whereas a sound and expedient device for building an adequate reserve is an 
gressive increase in every bank’s valuation allowance for bad debts: Now, 
therefore, be it 

“Resolved, That the Mississippi Bankers Association favors a liberalization of 
the reserve formula and directs its officers to take such action as will be help- 
ful in availing to the banks of our Nation a larger deduction annually for this 
purpose and an increase in the ceiling which is presently effective.” 





ee ef 
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OPPOSING ABSORPTION OF FEDERAL DELOSIT INSI ANCI ORPORATION BY PREASURY 
DEPARTMENT 


“Whereas the Mississippi Bankers Association strongly subscribes to the theory 
of the dual system of banking: and 

“Whereas from time to time there are legislative proposals to place the Fed 
eral Deposit Insurance Corporation within the Treasury Department thereby 
making it subservient to the executive branch of our Government rather than 
an independent agency ; and 

“Whereas the Federal Deposit Insurance Corporation is financially supported 
by the banks of the Nation and not 

“Whereas these reorganization ] 


1e taxpayers as such; and 





ns pose a threat to the dual banking system 
and could easily lead to the political control of credit and are, therefore, in 
principle repugnant to the political, economic, and social philosophy of our 
Federal union: Now, therefore, be it 

“Resolved, That the Mississippi Bankers Association condemns as inimicable 
to the long run best interests of our country the bill known as the Hoffman bill, 
Which is before the Ways and Means Committee of the ] 


and condemns. any 
other similar legislation which would combine the 


al Deposit nsurance 





Corporation with the Treasury Department and the ppi Bankers Asso- 
ciation hereby urges its members individually to do all within their power to 


i 
prevent the enactment of such legislation.” 


RELATING TO HOLDING COMPANY LEGISLATION 


“Whereas the Mississippi Dankers Association strongly favors the preservation 
of our system of independent banking, as contrasted with any system of exten- 
sive branch or multiple banking; and 

“Whereas the bank holding company, chain or group banking through the hold- 
ing company device, is in substance a form of branch banking and constitutes a 
monopolistic and undue centralization of banking power in the hands of a few, 
and a wrongful centralization of the credit of the Nation; and 
“Whereas we view with increasing anxiety the acquisition of banking power, 
and the unrestricted expansion of multiple banking through the unsupervised 
holding company device, which seeks to and does circumvent the limitations 
placed by Federal and State laws upon branch banking; and 

“Whereas there have been introduced into Congress, several bills which seek 
to accomplish the above objective : Now, therefore, be it 

“Resolved, That the Mississippi Bankers Association approves these bills in 
principle, and wholeheartedly and unreservedly endorses S. 1118, introduced by 
Senator Capehart, and urges its passage, and authorizes and directs the officers 
of this association to do all within their power to secure its enactment.” 





RELATING TO ELIMINATION OF POSTAL SAVINGS SYSTEM 


“Whereas the postal savings system at one time served a useful function in our 
American economy ; and 

“Whereas the American banking system is today adequately equipped to serve 
and desirous of serving the investment needs of the savers of our Nation; and 

“Whereas a healthy and stable free enterprise economy requires a minimum of 
Government competition with private business: Now, therefore, be it 

“Resolved, That the Mississippi Bankers Association supports such measures 
as will accomplish the elimination of the postal savings sytem and the asso- 
ciation authorizes, empowers, and directs its officers to do all within their ability 
to secure the enactment of such legislation.” 

The foregoing are true and correct copies of resolutions officially adopted by 
the 65th annual convention of the Mississippi Bankers Association on Wednesday, 
May 20, 1953, at the Buena Vista Hotel in Biloxi, Miss. 

Given under my hand and the seal of the association, this the 25th day of 
May, 1953. 

[SEAL] LEIGH WATKINS, Jr., 

Secretary, Mississippi Bankers Association. 
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GONZALES STATE BANK, 
Gonzales, Tex., April 1, 1953. 
Senator HoMer E. CAPEHART, 
United States Senate, Washington, D. C. 

Dear SENATOR CAPEHART: As an independent locally owned banking institu- 
tion, and the writer being connected with this bank in our town, we want to 
congratulate you upon the introduction of your bill 8. 1118 having to do with 
bank holding companies legislation. 

We hope you can get this bill into law during 1953. 

Appreciating your interest, we are 

Very truly yours, 
V. S. Marert, President. 


Tuer Dusois County STatre BANK, 
Jasper, Ind., March 31, 1953. 
Hon. HoMer CAPEHART, 
Senate Office Building, 
Indianapolis, Ind. 


Dear SENATOR CAPEHART: Permit us to draw your attention to S. 1118, the 
purpose of which act is to enact legislation governing holding companies, specifi- 
cally as it applies to banking. 

Branch banking in our country, if unreserved, could well block further progress 
of your individual citizens. Legislation as it affects branch banking has halted 
the movement, however, by holding companies, present legislation has been cir- 
cumvented. In view of this, we ask that you please make every effort to have 
S. 1118 enacted into law, and thereby serve the best interests of our country 
and its citizens 

We thank you in advance for your support, and are 

Very truly yours, 
Huco Metcnror, Executive Vice President. 


THE CITIZENS STATE BANK, 
Bicknell, Ind., May 25, 1953. 
Senator HoMER E. CAPEHART, 
Senate Office Building, Washington, D. C. 


Dear SENATOR CAPEHART: We want you to know that our officials and directors 
have consistently supported you, and we are glad that you hold such an impor- 
tant position in forming and carrying out policies concerning banking. 

We urge that hearings on your bill, 8. 1118, be held during this session. We 
are confident that at least 90 percent of the banks in Indiana approve of what 
you have done, and wish you success in what you are attempting to do to cur- 
tail nationwide branch banking. 

We will be represented at the Indiana bankers’ meeting this week at French 
Lick, and we hope the opportunity will be presented for our representative to 
support a resolution endorsing your bill. 

Very truly yours, 
Byron W. DonaLpson, President. 


Crrizens Strate Bank, 
Vanilla, Ind., May 25, 1953. 
Hon. Homer ©. CAPEHART, 
United States Senate, Washington, D. C. 

My Dear SENATOR CAPEHART: I am writing you relative to your Senate bill 
1118 and wish to advise you that we approve the bill and urge that you get a 
hearing on the bill this session if at all possible. 

Thanking you for giving this your undivided attention, I am, 

Very truly yours, 
W. P. THURSTON, 
Cashier, Citizens State Bank. 


—-— 
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The Cuatmman. Mr. Cook, it was brought out in testimony yester- 
day and the day before, that a holding company or finance company, 
or some organization in the State of Texas—I am trying to repeat 
what the testimony was, without verifying the facts, you understand— 
had purchased an interest in or purchased complete contre! of three 
banks in Chicago, which later became involved in some sort of trouble. 
I am wondering if you can tell us all the details surrounding the pur- 
chase into those three banks in C hicago, by whom, what happened, 
any factual information you have on the subject. 


STATEMENT OF H. EARL COOK, CHAIRMAN, BOARD OF DIRECTORS, 
ACCOMPANIED BY EDWARD C. TEFFT, CHIEF, DIVISION OF 
LIQUIDATION; AND J. H. RUSSELL, COUNSEL, FEDERAL DEPOSIT 
INSURANCE CORPORATION 


Mr. Coox. Mr. Chairman, I think that the statement which I have 
prepared will cover that. The points that I do not cover, my associates 
here will. They are quite familiar with the entire situation in 
Chicago, and they will be able to give you the information. 

Senator, we are not unfamiliar with this hol ling-company legisla- 
tion which this touches upon. We feel, however, that whatever deci- 
sion the Congress makes on the subject pertains to us only in the 
abstract. 

As you know, we have no authority either to open or close any 
banking office or banking facility. Our sole function is to protect 
depositors in insured banks from loss to the full extent provided by 
law. And, as an essential part of that duty, we are required by law 
to attest the eligibility of each applying unit for deposit insurance. 

I might say that we work very closely in the case of national banks 
with the Comptroller of the Currency, and with State authorities, 
when the charters are applied for, to the end that the background is 
sound, and that all of the parts of the law which you gentlemen have 
laid down for us to operate under are complied with. 

We also have authority under the Federal Deposit Insurance Act 
of 1950 to terminate the insurance of any bank found to be engaging 
continuously in unsafe and unsound practices. 

Beyond these steps, our authority over the structural makeup of the 
banking system does not extend. 

Mr. Chairman and members of the committee, in discussing with 
Mr. Jennings, Deputy Comptroller of the Currency, the statement 
which he made before your committee on June 10, we considered the 
recent Chicago bank situation. It was our consensus that the problem 
of self- dealing involved in the sale of assets to a bank by those con- 
trolling the bank extends beyond the problems of bank- holding com- 
pany legislation. The evil of self-dealing includes any situation 
where a banker, or a bank holding company controlling a bank, is both 
purchaser and seller or both borrower and lender. Such situations 
lack the important safeguard of the banker’s self-interest in preserv- 
ing his capital from bad investments and disregard the primary 
responsibility for depositors’ safety. 

Before discussing this problem in relation to the legislation now 
before your committee, I would like to review the recent Cc hicago bank 
situation. 
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This, Senator, is what touches upon the question you raised at the 
outset. 

On February 6, 1953, Bankers Discount Corp., of Dallas, Tex., 
which was incorporated in 1946 and operated a chain of small loan 
companies in Texas, Tennessee, Arizona, and California, purchased 
the controlling interest in the First State Bank of Elmwood Park, 
Elmwood Park, Ill. Bankers Discount acquired 10,800 shares of the 


outstanding 20,000 shares of stock at $25 per share. On February 6 
and 25 Bankers Discount Corp. purchased 6,800 shares of the out- 
standing 10,000 shares of stock of the Devon-North Town State Bank 


of Chicago, IIL, at 890.a share. In both instances the stock acquired by 
the Bankers Discount was pure hased from Henry J. Beutel, president 
of the LWO banks, wh O WAS also pres dent ot West Irving State Bank, 
Chicago, Il., and his associates. 

Concurrently with the acquisition of the stock in the two banks, 
Bankers Discount obtained unsecured loans from each bank in the 
amount of the banks’ legal lending limit. In the case of First State 
sank of Elmwood Park a $50,000 unsecured loan was obtained and in 

Devon-North Town State Bank an $85,000 unsecured loan was 
rranted. In the case of Devon a contract was entered into on Febru- 
ary 16, whereunder the bank agreed to purchase notes from Bankers 
Discount ( orp. vithout recourse for the full value of such notes less 
2-percent discount to be held in a reserve account. Up to April 1 the 
wank purchased approximately $925,000 of such notes which subse- 
quent payments reduced to approximately $837,000. In the case of the 
Elmwood Park Bank a similar agreement was entered into on or 
itbout March 23, and between that date and April 3. the bank acquired 
approx mately $2.180.000 of pr rsonal notes previously held by Bankers 
Discount wae , 

On M irc] 31, the auditor of public accounts of the State of Illinois 
idvised the Federal Deposit Insurance Corporation it was his inten- 
tion seikisli over the Elmwood Park and Devon banks for examination 
and adjustment on April 2, unless the Bankers Discount Corp.’s loans 
and the notes which had been purchased by the banks were removed. 
He made other requirements with regard to the management. Subse- 
quently an extension of time was granted the banks by the auditor in 
order to permit them to endeavor to have the Bankers Discount obliga- 
tions removec. This measure failing, the auditor, on the morning of 
Saturday, April 11, took over the Devon and Elmwood Park banks 
a examin: ition and adjustment and also took over the West Irving 

ate Bank which had just agreed to purchase approximately $800, 
000 of Bankers Discount Corp. notes and had granted the Bankers 
Discount a $65,000 unsecured loan. 

As a result of the action taken by the auditor of public accounts the 
$800,000 proceeds of the sale of the notes could not be drawn upon by 
Bankers Discount, the sale was canceled and the West Irving St: ite 
Bank was permitted to reopen without financial assistance from this 
corporation on April 20 after the $65,000 loan was refinanced by 


Bankers Discount Corp. 


) 
Y 
. 

| 


Through the extension of financial aid of approximately $4,820,000 
by the Federal Deposit Insurance Corporation in accord: ince ith the 
provisions of section 13 (e) of the Federal Deposit Insurance Act, the 


deposit liabilities of First eek Bank of Elmwood Park were assumed 
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by the newly organized Bank of Elmwood Park as of the close of 
business on May 26. 

On May 28, the Devon-North Town State Bank reopened for busi- 
ness, after disposing of the Bankers Discount Corp. notes held by it, 
without the financial assistance of this corporation. 

Now, I would like to discuss the bank holding company legislation 
being considered by your committee and what it might have done in 
the Chicago situation. 

S. 1118 would have prevented wn Bankers Discount Corp. of Dallas, 
Tex. or even an Illinois company, from buying stock of two or more 
banks in the State of Illinois. heaved. it would not prevent self 
dealing in holding company systems in existence at the time of its 
enactment. Under section 6 (b) (6) of S. 1118 any bank holding 
company would be permitted to own shares or other securities of an 
investment company which is not a bank holding company and which 
is not engaged in any business except investing in securities unless the 
Board of Governors of the Federal Reserve stem determines that 
owne rship of such an investment company is sucitie in the violation 
or evasion of any of the purposes or provisions of S. 1118. It is possi 
ble under that provision for such an investment company owned by a 
bank holding company to invest in small loan companies and to sell 
yvaper of such small loan companies to subsidiary banks of the bank 
holding company. 

Under S. 76 and the committee print of a bill, suggested by Gov- 
ernor Robertson of the Board of Governors of the Federal Reserve 
System, the required divestment of interests in nonbanking organiza- 
tions would ultimately prevent the ownership by the bank holding 
company of small loan companies whose paper could be sold to sub- 
sidiary banks of the bank holding company. In the period permitted 
for the disposal of nonbanking assets, sales by the holding company 
system to subsidiary banks would not be prohibited. 

In connection with the three pending bills, we suggest for your con- 
sideration that a provision be included prohibiting any bank from 
purchasing any asset from its bank holding company if it is not a bank 
or from any nonbanking subsidi: ary of the bank holding company. 

For the purpose of this provision the term “bank holding company” 
should include any company which controls one bank, as in 8S. 76 
and in Governor Robertson’s proposed bill. The word “subsidiary” 
for this self-dealing provision should, in our opinion, include any non- 
banking company in which the bank holding company has any share 
holder or creditor interest. 

Such a provision could also be considered apart from bank holding 
company legislation and drafted to prohibit sales of assets to any in- 
sured bank “by the persons or nonbanking company controlling the 
bank or by any nonbanking company controlled by the persons or 
company which control the bank. 

In connection with the self-dealing aspects of lending, we have 
concurred in the suggestion of Mr. Jennings that the present limita 
tion of 10 percent of capital and surplus on loans of banks which are 
members of the Federal Reserve System to their affiliates be extended 
to all subsidiary banks of bank holding companies. We would also 
recommend that loans of other insured banks to any controlling in- 
terests be similarly limited. 
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The CuarrmMan. Getting back to this Chicago situation, you say the 
Federal Deposit Insurance Corporation advanced $4,820,000 ? 

Mr. Cook. Yes, sir; in the case of the one bank. In the other two 
banks we made no advance. 

The CHarmman. You made no advance to the other two banks? 

Mr. Cook. No, sir. 

The CuarMan. This was in the form of a loan ? 

Mr. Coox. No. We put in the cash to enable the bank to reopen, 
and we purchased that amount of assets, and we put up enough money 
to make up the difference in the deposit liability. 

The Cuairman. Now, is that a loss to you? 

Mr. Coox. Not necessarily. There may be some loss, but we are 
able to liquidate these assets—and I think Mr. Tefft can give you the 
figures. 

The Carman. What happened is you had to put up $4 million; 
otherwise, the bank would have remained closed. Are those the 
facts? 

Mr. Coox. That is substantially correct. 

The Carman. You may get your $4 million back, and you may 


not ¢ 


Mr. Coox. We may. I think Mr. Tefft can give you some informa- 
tion on that, which would be quite germane. 

The Cuatrrman, There was no way of prohibiting this Texas com- 
pany from buying the controlling interest in these Danks / 

Mr. Coox. No; they simply came in and bought the control of the 
banks through this man, Beutel. 

The Cuatrman. They bought it from Beutel ? 

Mr. Coox. That is correct. 

The Cuarrman. Beutel owned the banks? 

Mr. Coox. Ostensibly he owned or controlled them; yes. 

The Cuamman. They bought his shares, and that gave them con- 
trol of the banks, and they immediately proceeded to borrow the limit 
that any one borrower can borrow ? 

Mr. Coox. Not only the limit of an unsecured loan-—of course that 
was limited by law, and they could borrow up to 15 percent of capital 
andsurplus. But, in adition to that, they dumped this discount paper 
in these banks in such amounts that the auditor of public accounts 
knew it was an unsafe and unsound practice, so for that reason he 
closed them. That is when we stepped into the picture. 

The Cuatrman,. That is when you stepped into the picture? 

Mr. Coox. Yes. 

The Crrairman. Then, there is no existing law to prohibit that sort 
of thing, unless we pass some such legislation as is before you? 

Mr. Cook. That is my opinion. 

The Cuamman. How w idespread is this sort of thing we have just 
experienced in Chicago? 

Mr. Coox. Just how widespread it is, Mr. Chairman, I could not 
tell you. There may be other cases, but this is the most glaring case 
which has ever come to our attention. 

The Cramman. Is there any way for us to find out exactly how 
many holding companies have pure chased assets or controlling interests 
in banks throughout the United States? 

Mr . Coox. Can you answer that, Mr. Russell ? 
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Mr. Russet... No, I think the figure would have to be a combined 
figure prepared by our Corporation, the Comptroller of the Currency, 
and the Board of Governors of the Federal Reserve System. 

The Crairman. When there is a change in the management of the 
bank or a change in stock ownership, don’t they have to notify you, 
who are insuring these accounts / 

Mr. Russeiit. No, Senator; there is nothing in our law that re- 
quires changes to be shewn. It is, of course, reflected in our examina- 
tion reports, where the actual transfer is shown as a matter of record. 
In many instances—and there were a number of examples in these 
specific situations—there were actual transfers of stock that had been 
made at times previous, which were never reflected. 

The CHatrman. In other words, you and the Comptroller of the 
Currency discovered these things after they happened ? 

Mr. Russey. Yes, sir. 

The Cuarmman. There is no law that gives you the right to stop 
such things as h: appened in Chicago? 

Mr. Russevt. There is no provision in our act, Senator. 

The Cuarrman. You uncovered it through your audits and your 
examinations, after it has happened; is that correct ? 

Mr. Russet. Yes, sir. 

Now, in this particular situation, Beutel had been under criticism 
for many months—and this is just an incidental point, but I think 
it is rather humorous: He was in our Washington office on February 
11, and you will notice by Chairman Cook’s statement that he sold 
the stock on February 6. In other words, he was talking to us 5 days 
after the transaction occurred, but the stock had never been trans- 
ferred, and has not been transferred. 

The CuHarmman. Who owns this discount company? Is it the Bank- 
ers Discount Corp. ? 

Mr. Russexx. It is a corporation. And the starting capital, as we 
understood it, Senator, was $6,500. The gentleman who was most 
interested in it was a man by the name of E. Ross Kennedy, of 
Memphis, Tenn. 

The CHarrman. It started with $6,500? 

Mr. Rousseitu. Yes, sir. 

The Cuarrman. When? 

Mr. Russeti. In 1946. That was after Mr. Kennedy had gone 
through bankruptcy. Then, he issued the debentures principally in 
the State of Texas, and expanded his operations in that form, and 
over a period of time expanded his office to the point where he had 
some 28 offices in Texas alone. His two main offices were in Memphis, 
where the greater bulk of the paper was held, but he operated ex- 
tensively through Texas, and he had various names—the Kennedy 
Finance System, and the Family Finance Co., and so on, to comply 
with tlfe laws of the various States. 

The CuHatrman. Do you know of any other instances where that 
particular holding company, or finance company, has purchased stock 
in other banks, other than Chicago ? 

Mr. Russeti. Yes, sir. They had made an offer to purchase stock 
in Whiting, Ind., and had made the initial payment on that stock, 
but were unable to fulfill the agreement because they could not come 
up with any more money. 
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The CuatrmMan. Do you know of any other instances where they did 
actually purchase stocks, other than the three Chic ago banks? 

Mr. Russeiy. No, sir. 

The CHAIRMAN, Would it be possible that they could purchase 
stocks in other banks, and you would not know about it? 

Mr. Russi LL, J do not think SO, sll 9 because we thoroughly investi 
gated their financial statement in Salen, and this was their first ven- 
ture into this field. 

Senator Bennerr. They actually purchased stock in two of the 
banks ? 

Mr. Russevzi. That is correct, Senator. 

Senator Bennerr. On the basis of that purchase, they got service 
from the third bank ? 

Mr. RUSSELL. Yes, because of Beutel’s interest in the third bank. 

Senator Bennetrr. What has happened to the Bankers Discount 
Corp. since this Chicago ening went sour ¢ 

Mr. Russet. They filed an arrangement proceeding in April, and 
are now in the section 11B arrangement proceeding in Dall: as. 

Senator Bennett. In effect, they have taken bankruptcy ? 

Mr. Russeiti. Yes, Senator. 

The CuarmMan. What you are saying to us, then, is that there is 
no law at the moment that prohibits what happened in Chicago ¢ 

Mr. Russeii. Not as far as the Federal Deposit Insurance Act is 
concerned. 

The Cuairman. Well, as far as any other Federal law is concerned ¢ 

Mr. Russexiu. That is right. You see, the initial action, when you 
establish a new bank—as in the case of the First State Bank of Elm- 
wood Park—is when the State is exercising its charter powers and we 
are insuring it. Then the question of management control does come 
up, and is considered. But, after the bank is chartered and insured, 
the subsequen t transfer of stock is where the diffic ‘ulty comes in. 

The Cuatrman. Of course, we know there are many fine holding 
companies with great assets, who have rendered great service to the 
State and the community in which they operate. But I am wondering 
how widespread is this starting with $6,500 and pyramiding in 3 or 4 
or 5 years, such as we have in this instance. How widespread in that? 

Mr. Russeti. Senator, as I am counsel for the Corporation, I am 
not familiar with the operating banks as much as Mr. Sailor, who is 
Chief of our Division of Examination. He could probably give you 
more information. 

The Ciaran. It is possible that you may lose the $4 million; is 
that right, Mr. Cook ? 

Mr. Coox. That is a question for Mr. Tefft, who is the Chief of the 
Division of Liquidation. He can tell you more about that phase than 
I can. e 

The Carman. Senator Douglas, did you want to say something 
before we get into more details on this matter ? 

Senator Dovue.as. I want to make the record clear on one point, 
that the Beutel in question is not the Clarence Beutel who was Deputy 
Administrator of the RFC. 

Mr. Coox. No; they are brothers. 

Senator Doueias. I want the record also to show that I have known 
Clarence Beutel for many years, and have never heard the slightest 
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reflection upon his integrity or honor. That he is, as a matter of fact, 
president of a bank near the community and section in Chicago in 
which I live, and his reputation as a man and as a banker is of the 
highest. 

I think the record should show that lest there be any misconception. 

Mr. Cook. May I say, Senator, the statement you have made is 
entirely in accord with the information that has been supplied to us. 

Clarence Beutel is a man of honor and integrity, outstanding in his 
caval and there is no reflection at all about Clarence Beutel in this 
transaction. 

Senator Doucias. Thank you. 

The Cuamman. Let me say this, so that there will be no one, by 
the farthest stretch of the imagination, who will confuse Mr. Beutel 
who was with the RFC with the Beutel in this case. This matter 
was known to me until I sat down here and read your statement, that 
a man by the name of Beutel had any interest in these Chicago banks. 
The first time I knew it was when you mentioned it a few minutes ago. 

So, we are not interested in personalities here at all. We are 
interested primarily in principle. 

Senator Doveras. That is right. 

The Cuarrman. The principle of how a Texas com pany can come 
into Chicago and purchase the controlling interest in 2 banks, and 
then get control of another, as far as loans are concerned, and then 
the banks became involved and the FDIC has had to step in with $4 
million in order to save the depositors. That is what we are inter- 
ested in. We are not interested in personalities at all here, but 
we are interested in the facts. 

We want to put a stop, if we can, to this sort of practice, if it is 
undesirable, and it would seem to me that it is very undesirable. In 
this instance, it worked out to be such. 

Mr. Coox. There are many reputable holding companies where you 
will never find self-dealing that was practiced in this particular 
instance. 

The CuairMan. Say that again, Mr. Cook. 

Mr. Coox. There are reputable holding companies, many of them, 
as you have said, that have done a public service. You will never 
find anything like this, this self-dealing as practiced by Henry Beutel 
and this man, Kennedy. 

The Cuarrman. But, the fact remains, they are within their legal 
rights to do what they did. 

Mr. Coox. Under the law as it now exists, we could not prevent it. 

The Crarman. It might well become very widespread in the future, 
if it is not already such. 

Mr. Cook. It conceivably could. 

The Cramman. With the billions and billions of dollars of finance 
paper floating around, it certainly is a great temptation. 

Mr. Cook. It is. 

The Cuamrman. Why don’t you tell us, then, more of the details 
of this? 

Mr. Trerrr. Senator, the question was asked whether or not the total 
of our disbursements of $4.820,000 would be a loss. 

The CratrMan. Yes. 
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Mr. Terrr. First, there are many ramifications in this transaction, 
and it would be almost impossible to appraise the assets accurately, 
because there are contingencies that we can collect on, possibly against 
the surety bond and maybe the directors’ liability. 

Now, in this particular case, we purchased all of the assets of the 
bank, except the cash and Government bonds. We took all the rest. 
They had many loans, very good FHA loans, GI loans, and of course 
we had to take all of the investment-company paper. 

About $2 million of the loans and discounts were from the Bankers 
Discount Corp., and they had a total of $3,091,000 of loans and dis- 
counts, including what we purchased, which means their regular dis- 
counts were quite small. 

Now, the real-estate mortgages totaled $1,288,000; stocks and bonds, 
$254,900. But, they are all good bonds, most of them short maturities. 
The fixtures, $56,000, and leasehold improvements, $66,000. Other 
assets of $247,000, $242,000 of which represents a check which was 
issued by the Bankers Discount Corp., purporting to represent March 
collections which came to Elmwood, drawn on the Empire State Bank 
in Dallas, Tex., and returned, insufficient funds. 

We also purchased $300,000 in deposits of the Elmwood State Bank, 
in the Devon-North Town State Bank, which is unquestionably good. 
But, we had to take it out, because we did not know at that time 
whether the Devon-North Town was going into receivership, or 
whether it would be reopened under its own power, or whether we 
would make a purchase. 

That makes a total of assets which we purchased of $5,305,000, for 
$4,819,390. The difference between these amounts equals the stated 
capital funds of the bank. 

Now, we have made an estimate of what our loss would be, which is 
truly an estimate, on account of certain contingencies which I men- 
tioned existing. But, our estimate at this time is that our loss would 
not exceed $600,000. 

The CHatrmaNn. In other words, you feel your loss will not exceed 
$600,000 ? 

Mr. Trerrr. Yes, sir. 

The CHatrMan. It might well be higher, or might even be less? 

Mr. Trerrr. That is right. 

The CuamMan, There is a possibility you might lose nothing? 

Mr. Terrr. Yes. 

The Cuarrman. Any questions, gentlemen ? 

Senator Dovetas. One question I would like to ask, Mr. Chairman, 
if I may. 

The CHatrMan. Senator Douglas. 

Senator Doveias. When the Bankers Discount Corp. increased its 
issets by the sale of debentures, were these debentures subject to 
registration and inspection by the SEC? 

Mr. Russeti. Senator, I understood that they were not. 

Senator Doverias. They were not? 

Mr. Russeii. They were not at the time they were sold. 

Senator Doucias. In other words, such banking institutions are not 
subject to SEC ? 

Mr. Russeiu. I am not certain of that, Senator. I did understand, 
however, that those debentures were sold independently of the SEC 
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regulations, and unfortunately I cannot tell you why. I spent only 
2 ds ays in Dallas. , 

Senator Doveias. Would that be because they were not traded in ‘ 

Mr. Russewu. I think that is correct. 

Senator Dovuctas. They were over-the-counter sales, so to speak? 

Mr. Russetx. The unfortunate part of it is that the *y are held almost 
wholly by small-wage-earning indiv iduals in Texas. 

Senator Doveas. Mail-order sales? 

Mr. Russziu. Mostly by personal canvassing throughout the State. 

The system that Bankers Discount followed before this dumping 
operation into Chicago, was to sell partic ipation notes, principally 
throughout the State of Texas, although other banks had some as far 
north as Chic ago. There was one bank in Chicago that held one of 
these notes. Kennedy and his associates would go out and sell these 
notes to banks, and would use the proceeds to finance their new in- 
coming business. In other words, that formed their capital pool con- 
stantly. 

Then, for each $75 that was invested in those, they would put up 
$100 in collateral in the pool. So, they were getting a 75-percent. re- 
volving fund, and constantly expanding their operations. 

Senator Dovenias. Have you ever explored the possibility of 
whether the SEC should be extended to cover the sale of banking 
securities, 

Mr. Russet. Senator, I have not. To be perfectly frank with you, 
this is my first real experience with an operation of this kind. 

Senator Doveras. Does it not suggest loopholes, not only in the 
holding company provisions, but also in the sale of bank stock and 
bank debentures ? 

Senator Bennerr. Senator, this was not a bank. The Bankers Dis- 
count Corp. is a nonbank finance company. 

Senator Dovetas. Would you call that a consumers finance com- 
pany ¢ 

Mr. Russexii. Yes, sir. What they did was make almost wholly 
direct loans. In other words, they were not in business—— 

The Cuamman,. They made installment loans? 

Mr. Russeix. Yes, sir, but not the type where you rediscount. In 
other words, if you bought a television set on time, that was not the 
type of paper they handled. It was more of the kind where you came 
in and pledged your furniture or television or icebox. 

The CHarrMAN. Small ? 

Mr. Russeti. Small, that is correct. 

Senator Douaras. Does that not suggest that there are real abuses 
in this field of consumer finance and the issuance of securities ¢ 

Mr. Russe.u. I think the trouble here was in a too rapid expansion. 
I do not think in its origin, from what I knew about it that it was a 
scheme of deceit. I think they were badly undercapitalized and later 
overexpanded. 

Senator Dovetas. In banks the ordinary ratio of equity capital to 
loans is sup yposed to be about 1 to 10 or 1 to 12. Now, here what was 
that ratio, about 1 to 1,000? 

Mr. Coox. Fantastic. 

Mr. Russextyi. It would be almost that bad: yes, sir. 

The Cuamman. It may well be that we will want to call these peo- 
ple in and find out exactly how they operated, go into their entire 
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ope ration, to see whether there is anything we ought to do with respect 
either to the Securities and Exchange Act or the Banking Act. 

[ think it is perfectly clear that here possibly is one of the best 
reasons why we ought to pass some sort of legislation in respect to 
holding companies and finance companies. ‘That is, their getting 
control of banks, dumping their paper on the banks, in this instance, 
to the extent wher they got into difficulties. 

So, we may want to check into that whole matter, but it will require 
some time. 

Are there any other questions, gentlemen 

Senator Payne. The only thing I can think of, Mr. Chairman, is 
whether or not Mr. Cook has any specific recommendations as to 
whether or not any strengthening of the FDIC would be helpful. 

Mr. Cook. Well, of course, anything that makes for better banking 
practices, preservation of capital, is beneficial to the FDIC. 

Senator Payne. My reason for asking the question was you said 
under the present setup it is practically impossible for you folks to 
know of any situation like this developing until it has actually de- 
veloped. 

Mr. Coox. That is correct. 

Senator Payne. I wondered whether or not it would be helpful 
and of value to have the FDIC notified of any change in bank stock 
ownership of the type such as you have illustrated here. Making it 
mandatory they shall be advised of such transfer. 

Mr. Coox. To that, Senator, I shall say this: That is a subject that 
should be given thought and explored as to the possibilities of safe- 
| arding such an operation. 

You know, this is going into history just a little bit. A law was re- 
cently passed which makes it unnecessary for national banks to fur- 
nish the Comptroller of the Currency with a list of shareholders each 
vear. Some States have a law where each year the State banks must 
supply to the State government a list of their stockholders. 

That could eventually be of some help, although that is a tremen- 
dous and comprehensive task for 48 States to assemble that informa- 
tion, 

Senator Payne. A year would go by and during that 12-month 
period this thing might hs appen again. 

Mr. Coox. Yes; some of this happened within a period of 2 months. 

Senator Bennerr. As I understood the testimony, Senator Payne, 
the actual transfer has not taken place, so it would still show Mr. 
Beutel as the owner. 

Mr. Cook. Ostensibly So. 

Mr. Russeci. As a matter of interest on that, the paper that went 
into Elm Wood Park went in between the 23d of March and the 4th 
day of April. On the 31st of March, over $600,000 went in. Now, at 
that point we had received information that Bankers Discount Corp. 
had purchased the stock, but we had no concrete information to that 
effect, because it was not reflected on the bank’s records, and is not to 
this day. 

The Cuarman. I hold in my hand a list of bank offices and deposits 
of 34 holding company groups, placed in the record the day before 
vesterday by the Federal Reserve Bank officials, and I notice they 
give Bankers Discount Corp., Dallas, Tex., holding company status. 
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And, they show 2 banks in Illinois, and 1 in Indiana. You say they 
did not consummate the deal in Indiana ? 

Mr. Russeii. No, the ‘vy had paid the money down, Senator, and were 
to pay the remainder and then get all the stock. 

The CuatrmMan. I wish the clerk would telephone the Federal 
Reserve Bank and find out the exact status of this Indiana bank. 

Mr. Russe... They requested the Federal Reserve for permission 


> to buy in, and did enter into the contract, but it was never completed. 
The CHatrMan. I see. They did request permission of the Federal 
Reserve ? 
Mr. Russein. Yes, sir; and then paid their money. 
? The CHatmrMan. Their record is all right, then / 
Mr. Russein. Yes, sir. 
The CuairmMan. Any other questions ? 
Thank you very much, Mr. Cook, and gentlemen. 
The next witness is Mr. George Boyles of the American Bankers 
Association. 
Mr. Boyles, you have a statement, and I presume you want to read it? 
Mr. Boyzes. If you prefer. 
The Cuamman. You may proceed in you own way, and whatever 
care to do. 
STATEMENT OF GEORGE R. BOYLES, CHAIRMAN OF THE COMMITTE 
ON FEDERAL LEGISLATION, ACCOMPANIED BY CARROLL A. 
GUNDERSON, DEPUTY MANAGER, AMERICAN BANKERS ASSOCIA- 
TION 
Mr. BoyLes. My hame is George R Boy les and I am president of 
the Merchants National Bank of C hic ‘ago. Ul., and Chairman of the 
Committee on Federal Legislation of the American Bankers Associa- 
tion. On behalf of the association, I desire to make this statement. 
The membership in the American Bankers Association is composed 
of approximately 15,000 banks, both national and State, independent 
> banks, large banks, small banks, banks with branches, banks affiliated 
with holding company and chain groups and of mutual savings 
banks—98 percent of the banks in this country are members of our 
association. Many of our members are also members of State bankers 
. associations and independent bankers association, as well as other 


bankers’ organizations. The ABA works very closely with the various 
State associations and a number of their officers also hold important 
posts in the American Bankers Association. 

The American Bankers Association has long been interested in 
legislation relating to bank holding companies and from time to time 
has adopted resolutions for the purpose of defining its overall policies 
on this important matter. 

The association recognizes that it is necessary that the banking 
structure expand and be strengthened to be in a position to serve ade- 
quately the increased demands made necessary by expansion in pro- 
duction and population and that communities should not suffer because 
of lack of local capital or the lack of continuity of experienced man- 
agement. Bank holding companies, as well as branch banks have 
played an important part in providing bank facilities in the past. 
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It does seem desirable, however, at the present time that some 
reasonable control and regulation of bank holding companies be pro- 
vided. 

The American Bankers Association believes that effective and equi- 
table bank holding company legislation should conform to the fol- 
lowing policies : 

1. Legislation should not cover two distinct subjects, namely, bank 
holding « companies and branch banking, but should treat exclusively 
with bank holding companies, 

2. Legislation should not contain a declaration of policy which 
would for the purposes thereof constitute bank holding company and 
its subsidiary banks as a branch banking system. Actu: ially there exist 
considerable differences between holding company ope rations and 
branch banking, especially with respect to regulation, form, and type 
of owner ship and control. These differences have been recognized 
universally over the years by legislators, bank supervisors, and “bank- 
ers. It is believed that to constitute bank holding company operations 
as branch banking would result in serious conflict and confusion as 
to existing laws in several States where branch banking is restricted 

r prohibited and some form of holding company operations are 
autl \orized., 

Definition of bank holding company should be adequate to cover 
the objectives of this type of legislation and should provide for the 
exclusion of special situations which exist at the time of the enactment 
of such bill. We do not believe that it should be left to the discretion 
of any Federal agency to determine if a company is to be considered 
as a bank holding company. Provision should be made to minimize 
= delegation of discretionary authority to the Federal agency. 

The legislation should outline the scope and the manner ‘by which 
the design: ited regulatory authority will administer the act, especially 
in relation to the autonomy of the laws of the several States. It is 
vital that each State should be permitted to determine whether or not 
bank holding company expansions should be permitted within its 
borders and whether or not it should permit a holding company domi- 
ciled in another State to cross State lines and operate within such 
State. 

Senator Doveras. May I ask a question ¢ 

The Cuatrrman. Senator Douglas. 

Senator Doveras. Is it possible under interstate rules for a State in 
the absence of Federal legislation to refuse to permit a holding com- 
pany domiciled in another State from doing business within its 
borders? That is, would it be possible for State B to prevent a holding 
company domiciled in State A ¢ 

Mr. Boyes. I am not a lawyer, sir, but I believe State laws could 
prohibit it. We have no law favoring it or against it in Illinois, as 
you know. 

Senator Doveras. Do you have a legal opinion on that ? 

Mr. Boytes. No, I donot havea legal opinion, sir. 

The Cratrman. The question is if a State has a law prohibiting 
holding companies within that State, can a holding company from 
outside a State come in? I think we ought to get that cleared up. 

Mr. Boyes. I do not think I can answer that. 

Mr. Gunperson. We can supply you with a statement on that. 
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The CuamMan. Can you supply us with a statement ? 

Mr. Boyes. Yes. 

The Cuarrman. Cana holding company outside a State come in and 
do business in a State prohibiting holding companies? You gentle- 
inen say you do not know at the moment ? 

Mr. Boy Es. We would like to secure a legal opinion. 

The Cuarrman. You will supply us with the information on that. 

Mr. Boyes. We will give you an opinion. 

You are speaking, Mr. Chairman, with respect toa holding-company 
law in a State that was not adequate in.its provisions / 

The CuairmMan. I understood Senator Douglas’ question to be, that 
if a State had a law prohibiting holding companies from operating 
banks, could a holding company outside the State come in and do 
within the State what the State law forbade one domiciled within the 
State to do? 

Mr. Boyues. My personal answer would be “No,” but I am not sure. 

The Cuairman. I think we ought to have that. 

Mr. Boyr.es. We will furnish a statement to that effect, s 

The Cuarman. I think you will find maybe they can. 

Mr. Gunverson. We will supply an opinion. We want to make sure 
of it. 

(The information requested follows :) 


Tne AMERICAN BANKERS ASSOCIATION, 
Washington 5, D. C., June 30, 1953. 
Hon. Homer E, CAPEHART, 
Chairman, Senate Committee on Banking and Currency, 
United States Senate, Washington, D. C. 


My Dear Senator: The attached memorandum, relating to the question of 
the power of a State to exclude foreign holding companies, is submitted in 
response to the request therefor made by your committee during the course 
of my testimony on June 12, 1953, in connection with the hearings on banking- 
holding company legislation. 

This memorandum reaches the following conclusions : 

1. A State can prohibit a domestic or foreign corporation from acquiring 
stock in a State-chartered bank. 

2. A State can prohibit a domestic corporation or a foreign corporation doing or 
authorized to do business in that State from acquiring stock in a national bank 
situated in that State. 

3. A State probably cannot prohibit a foreign corporation not doing nor au- 
thorized to do business in the State from acquiring stock in a national bank 
situated in that State, because such a foreign corporation is probably outside 
the reach of the power of the State. 

As pointed out in this accompanying memorandum, recognition has been given 
to the possible application in certain situations of the commerce power. 

The ABA will be pleased to cooperate with you and the members of your 
committee in every way possible. 

Respectfully, 
GeEorGE R. Boyes, Chairman. 


This memorandum is concerned with the power of a State to exclude a for- 
eign holding company (d@) where the State has a law prohibiting all holding 
companies, both foreign and domestic, or (b) where the State has a law pro- 
hibiting only foreign holding companies. 

In North American Co. v. Securities and Exchange Commission (327 U. S. 
686), the Supreme Court said that “the dominant characteristic ry a hoadbaes 
company is the ownership of securities by which it is possible to control or 
substantially to influence the policies and management of one or more op- 
erating companies in a particular field of enterprise.” Bouvier’s Law Diction- 
ary defines a holding company as “a corporation organized to hold the stock of 
another or other corporations.” “The essential feature of a holding company is 
that it holds stocks,” (Noyes, Intercorporate Relations, 2d edition, sec. 285), 
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whether or not the company was organized for that purpose, or whether or not 
the purpose of the company is the desire to or exercise of control over the 
affairs of another corporation Pullman Palace Car Co, vy. Missouri Pacific Rwy. 
Co. (115 U.S. 587, 597). 

So far as we have been able in the limited time available to examine the 
applicable State constitutional and statutory provisions, we find that these 
provisions deal not usually with foreign holding companies by that term but 
with foreign corporations generally, as being any corporation which owes its 
existence to the laws of another State, Government, or country, Liverpool Ins. Co. 
v. Vassachusetts (10 Wall. 566), which term would, of course, embrace foreign 
holding corporations. Other State constitutional or statutory provisions may 
impose prohibitions or restrictions on foreign holding companies by virtue of 
prohibitions or restrictions applicable to all corporations (See Vermont Stat- 
utes, 1947 Revision, sec. 5791; District of Columbia Code 1940 edition, title 29, 
sec. 216.) Certain other States deal with the matter by virtue of provisions 
prohibiting or regulating acquisition or holding of stock in corporations or cer 
tain classes of corporations, including, in some cases expressly, trusts and 
banks, both State and National. (See 4 Mississippi Code, 1942 Ann., sec. 5197, 





9231, 9235; 5 Burns Stats. Ann. (Indiana), secs. 18—-1801—18—-1813; 1 Ann. Code 
Maryland (1939), art. I and II; 4 Oregon Comp. Laws Ann., sec. 40-2401 
2407 ; Wisconsin Stat. 1951, sec. 221.56). 
It is well settled that a State has the power, subject to Federal constitutional 


estrictions particularly the right of a corporation to engage in inerstate com 
merce, to exclude foreign corporations entirely or to prescribe the terms and 
conditions on which they may enter and do business (Security Mutual Life In 


surance Co. v. Periwritt, 202 U0. S. 246: Rule Price, 323 Pa. 139, 185 Atl. 851). 


As a State can validly exclude a foreign corporation or impose terms and con 
ditions governing its entrance, it can at least require that the foreign corpora 


tion be subject to the laws of the State applicable to domestic corporations. 
r : 

I ge in a certain 
activity, and it does not seem to matter whether or not a domestic Corporation 
would be barred from engaging in that activity (Prudential Ins. Co. of America 
v. Cheek, 259 U. 8.530: Dayton Coal & Iron Co. v. Barton, 183 U. S. 238: Hooper 


t can bar entry to a foreign corporation which seeks to eng: 





v. California, 155 U.S. 647). It can also exclude certain classes of corporations 
from the operation of the statute imposing conditions upon a corporation’s de 
siring to transact business within the State (Producers’ Naval Stores Co. v. 
McAllister, 278 Fed. 13, cert. den., 258 U. S. 627; Union Savings Ass’n, 74 


Okla. 1) 

A corporation cannot in a State foreign to the State of its creation exercise 
powers prohibited to a domestic corporation in that State, except by the 
consent of that State. Thus, if, in a particular State, a domestic corporation 
cannot own stock in another domestic corporation, a foreign corporation cannot 
own stock in a domestic corporation in that State, regardless of the powers of 
the foreign corporation in its own State, except by the consent of the host State 
(Central Life Securities Co. v. Smith, 236 Fed. 170; United Vacuum Sweeper 
Co. v. Groth, 210 Til. App. 358; Coler v. Tacoma Railway & Power Co., 65 N. J. 
Eq. 347; Chicago Title & Trust Co. v. Central Trust Co., 312 Ill. 396). Thus, a 
State can exclude foreign corporations, except where it would interfere with 
interstate commerce, from doing business or holding property within its limits, 
or impose conditions in permitting them to do so (Bedford vy. Eastern Building 
& Loan Ass'n. oy Syracuse, 181 U. S. 227; Chicago R. I. & P. Ry. Co. V. Ludwig, 
156 Fed. 152). 

Banking is unquestionably a business affected with a public interest, and the 
police power of a State extends to the regulation of the banking business, and 
even to its prohibition except on such conditions as the State may prescribe. 
(Noble State Bank v. Haskell, 31 8. Ct. 186, 219 U. 8S. 104; State ex rel. Zim- 
merman V. Gibbes, 172 8S. E. 130, 171 S. C. 209). Banks are quasi public cor- 
porations subject to statutory regulation for the benefit of those who deal with 
them (Miller v. Anderson, 196 N. W. 869; Union Trust Co. v. Moore, 175 p. 565, 
104 Wash. 50). A State can, as a number have done or now do, restrict, regu- 
late, or prohibit the acquisition by a domestic or a foreign corporation of stock 
in a bank chartered or incorporated in the State. (See Vermont Statutes, 1947 
Revision, sec. 5791; 4 Mississippi Code 1942 Ann., sec. 5235 





3>; Wisconsin Statutes 
1951, sec. 221.56). A State may also validly prohibit or regulate the acquisition 
or holding of stock in a national bank by any domestic corporation, Dunn v. 





1 But, of course, a national bank, being a Federal corporation, cannot be prohibited by 
a State from existing or acting within its border, or be made subject to regulation incon 


sistent with the Federal law which governs it. Brust y, First National Bank of Stevens 
Point, 184 Wise. 15 
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O'Connor (89 F. (2d) 820), or by any foreign corporation doing or authorized to 
do business in that State. Bankers’ Holding Co. v. Marbury (927 Pae. 740). 
Moreover, no cases were found holding that such statutes violated the commerce 
clause, or unreasonably obstructed the proper operation of a Federal corporation 

But a State’s power to bar a foreign corporation does not include power, inter 
alia, to bar (1) a Federal corporation, (2) nor a corporation in the employ of 
the Federal Government, (3) nor a corporation for failure to waive its consti- 
tutional rights or to renounce Federal jurisdiction, (4) nor a ew ation en- 
gaged in foreign or interstate commerce (Butler Bros. Shoe Co. v. U. 8S. Rubber 
Co., 156 Fed. 1; Hanover Fire Ins. Co. v. Carr, 272 U. S. 494). 

It is, however, with the paramount power of the Federal Government over 
interstate commerce that the power of a State to exclude foreign corporations or 
to condition their entry most frequently comes in conflict. Statutes imposing 
restrictions upon foreign corporations doing business within the State do not 
apply to the doing of interstate business (Dahnke-Walker Milling Co. v. Bon- 
durant, 257 U. S. 282). “If a foreign corporation is not doing business, there 
is no need to discuss the commerce clause, while if it is doing business, it may 
still be relieved from compliance with State statutes if its business be interstate” 
(General Rivy. Signal Co. v. Virginia ex. rel. Corporation Commission, 246 U. 8. 
500). 

Whether a foreign holding company is engaged in interstate commerce de- 
pends on what it actually does in the State (Cheney Bros. Co. v. Mass., 246 U.S 


147). In general, whether ownership of stock by a foreign corporation in a 
domestic corporation could, standing by itself, be said to constitute interstate 
commerce seems doubtful.” The rule prevailing in a majority of States is that 


mere stock ownership by a foreign corporation in a domestic company, even if 
a majerity or controlling interest, does not constitute doing business within the 
State so as to make the holding company subject to statutory requirements for 
the privilege of doing business in that State (People’s Tobacco Co, vy. American 
Tobacco ¢ 0., %46 U. Ss 7: Tol do Trac tion, Light a Pt rer Co. Vv. Nmith, 205 Fed. 
643; Colonial Treet C 0. V. Montello Brick Works, 172 Fed. 310: People ez rel. 
Studebaker Corp. of America v. Gilchrist, 244, N. Y. 114, 155 N. BE. 68; New Hamp- 
shire Gas & Electric Co. v. Morse, 42 F. (2d) 490; Cannon Mfa. Co. v. Cudahy 
Packing Co., 267 U. 8. 883). And if a corporation is not doing business, there 
is no need to discuss the commerce clause (General Rwy. Signal Co., supra p. 5) 
Kiven where the holding of stock in a domestic corporation by a foreign corpora- 
tion fulfills the very objects for which the foreign corporation was created and 
is on that account held to be doing business within the meaning of the various 
State laws governing the conditions on which foreign corporations can be ad 
mitted (Com. v. Southern R. Co., 198 Ky. 474, 237 S. W. 11; State v. Humble Oil 
& Refining Co. (Tex. Civ. App.), 265 8S. W. 319; Bankers’ Holding Corp. v. Mar- 
bury, 161 Wash. 681, 297 Pac. 740), that fact of itself would not bring the business 
of the foreign nnn Within the commerce clause. 
Mr. Boyes. 5. The association is of the opinion that in connection 
with the rese metnotine of States’ rights that no bank holding company 
should expand within the State in which it has its principal place of 
business if prohibited by State law and that no bank holding comp: iny 
should be permitted to éxpand outside of the State in which it is domi- 
ciled unless the laws of such outside State ¢ ‘xpressly permit such ex- 
pansion. In connection with such suggested provision, the association 
believes that there should be a further restrictive condition with re 
spect to the removal of the principal office or place of business of a 
bank holding company to another State so as to prevent circumvention 
of the prine iples which have been above out aad 
6. A provision for the divorcement of nonbanking assets held by 
bank holding companies should be incorporated in such legislation. 
Among the important factors to be considered in connection with such 
divorcement are the time element, tax relief, and exemption of wholly 
owned cor por ations devoting their entire efforts to servicing the hol |- 


ing companies, such as auditing, appraising, or investment counseling. 

2It is recognized that there may be situations where foreign corporations are engaged 
in other activities of an interstate character which would preclude a State from barring 
such corporations from doing business in that State. Public Utility Holding Company 
Act of 1935. 49 Stat. S03 
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A bank holding company also should be permitted to dispose of its 
bank assets and continue as a holding company for nonbanking inter- 
ests and under such circumstances be given appropriate tax relief. 

The legislation should contain no restrictions upon the acquisition 
of additional shares of stock by a bank holding company already own- 
ing a majority of the stock of such bank. 

The following suggestions as to bank holding company legislation 
could give effect to the aforestated policies. 

The definition of a bank holding company could mean any company 
which owns or controls, with power to vote, 25 percent or more of the 
voting shares of two or more banks or of a company which is or be- 
comes a bank holding company. The definition should provide that 
in lieu of such 25 percent of ownership, there could be substituted 
control, directly or indirectly, of sufficient stock so as to control in any 
manner the election of a m: jority of directors. 

Senator Dove.as. Then, you do not think that it is necessary for a 
holding company to have a majority of the stock in order to exercise 
control over a bank! 

Mr. Boyues. It could be possible under 25-percent ownerships, or 
ownership of sufficient stock to control. 

Senator Dovcias. I was not present at the previous hearings, but 
as I understand it, the contention of the Federal Reserve now 1s that 
in order to get control you must have 50 percent of the stock. That 
is, they want to have 50 percent, rather than 25 percent. 

Mr. Boyues. Yes. 

Senator Doveias. But, vou believe concentrated holdings of a 
smaller majority can give effective control / 

Mr. Boyes. For practical purposes. 

Senator Dovue.as. I agree with you. 

I want to commend you on the frankness of your statement. It is 
much more realistic than the Federal Reserve Board’s. As I under- 
stand it now, the Federal Reserve Board policy is a reversal of the 
standards they advocated 2 years ago. 

Mr. Boyies. Thank you. The definition should permit the Board 
of Governors of the Federal Reserve System, the administering agency 
of the act, the right to declare, on a revocable basis, that a certain com- 
pany, for the purpose of the act, should not be considered as a bank 
holding company. The Board of Governors, however, should not 
have the right to designate any company as a bank holding company 
because it believes that they operate as such. There should be only 
such exceptions to this definition which Congress believes to be 
necessary. 

Bank holding companies should be required to file periodically with 
the Board of Governors financial statements and should be examined 
from time to time by the Board of Governors at the expense of such 
bank holding companies. 

An application for expansion should be submitted to the Board of 
Governors, which should in turn transmit it with any information it 
might have to the State supervisory authority, in the event the bank 
is operating under a State charter, and to the Comptroller of the 
Currency, if a national bank. The supervisory authority should be 
required to make its recommendation within 30 days as to the approval 
or disapproval of the application. If the application be approved by 
the supervisory authority, the Board of Governors should still have 
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the right to reject it, providing it feels that such course is necessary 
in the public interest. The Board of Governors should have the right 
to require the immediate decision by the supervisory authority in the 
event of an emergency. 

No expansion should be permitted across State lines unless the out- 
side State permits the same. No expansion should be permitted by 
a bank holding company within the State if the laws of such State 
prohibit the same. 

No bank holding company should be permitted to borrow from any 
of its subsidiaries or affiliates. 

Within a reasonable period of time, a bank holding company should 
be required to dispose of either its interests in banks or its nonbank- 
ing assets and should be given adequate tax relief for being obliged 
to do so. 

Suitable hearings should be authorized under the legislation in 
connection with the review of any decision made by the administering 
agency. 

Penalties for violation of the legislation should not be provided 
against individuals but against the bank holding companies. 

The American Bankers Association believes that the time is appro- 
priate for the enactment of suitable bank holding company legisla- 
tion and would regard it as a privilege if representatives of the Asso- 
ciation could be permitted to consult with this committee and its staff 
in drafting such legislation or preparing any amendments which this 
committee believes to be proper. 

I have with me a supplementary statement containing our sugges- 
tions in greater detail which I should like to file with the committee. 

In conclusion, I should like to thank the committee for the oppor- 
tunity to present the views of the American Bankers Association. 

The Cuarrman. Now, you have another statement here. Do you 
want to read it or place it in the record ¢ 

Mr. Boytes. I would like to place it in the record. 

The Cuamman. Without objection, the statement will be placed 
in the record. 

(The supplementary statement referred to follows :) 


SUPPEMENTAL STATEMENT OF AMERICAN BANKERS ASSOCIATION 


At the present time two bills relating to bank holding companies are now before 
the Senate. S. 76 was introduced by Senator Robertson. 8S. 1118 was intro- 
duced by Senator Capehart. 

The important provisions of these bills can be broken down into the following 
sections: 


1. Declaration of policy. 

2. Definition. 

3. Registration and administration. 

4. Control of bank holding companies. 

5. Divorcement of nonbanking interests. 

6. Tax relief. 

7. Borrowing by bank holding companies or its subsidiaries. 
&. Reservation of rights to States. 

9%. Hearings and review. 


10. Penalties. 


1. DECLARATION OF POLICY 
Provisions of S. 1118 
Section 2 of 8. 1118 declares that “for the purposes of this act a bank holding 
company and its subsidiary banks shall constitute a branch banking system.” 
Comments.—This provision attempts to establish the fact that bank holding 
company operations and branch banking are one and the same. Actually there 
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exist considerable differences, especially with respect to legal form and type 
of ownership and control. These differences have been recognized universally 
over the years by legislators, banking supervisors, and bankers. (See exhibit A 
tor comparison. ) 

Constituting bank holding company operations as branch banking, as pro- 
posed, would result in serious conflict and confusion as to existing laws in sev- 
eral States where branch banking is restricted or prohibited and some form of 
holding company operations are authorized. This will be treated in more detail 
in the study of “control of bank holding company.” 

Recommendation It is suggested that no such provision be incorporated 
in a bank holding company bill. 

Provisions of S. 76 

S. 76 contains no declaration of policy, with the exception of a phrase con- 
tained at the end of section & This section provides that in the exercise of 
the discretion “with respect to approving or permitting expansion of multiple- 
office banking,” among other things there should be taken into consideration : 
“and also the policy of Congress, hereby declared, in favor of local ownership 
and control of banks and competition in the field of banking.” 


Comment If this proposed policy as to local ownership were to become 
effective, it would seriously impair the marketability of the shares of stock of 
a bank. Lack of a suitable market for bank shares could depress the current 
price thereof and discourage bank shares as a desirable investment. Large banks 


in metropolitan areas as well as small banks in rural communities would be 
ffected Che larger banks, which supply the bulk of the bank credit require- 
ments of industry and commerce of our country, especially need substantial 
capital to do so. As a result, considerable of their capital is supplied by share- 
holders outside of their metropolitan areas. The shares of many of the large 
banks are widely held. 

At the present time there exists no restriction upon the geographical owner- 
ship of the shares of banks. Congress has expressly permitted branch banking 
where States permit it and therefore has expressly permitted the complete 
converse of local ownership in this respect. So far as the policy with respect 
to competition is concerned, such policy already has been declared in the Clayton 
Act and further repetition is unnecessary. 

Recommendation.—It is suggested that no such phrase above quoted be con- 
tained in any bank holding company legislation. 

idditional comment.—Attention is directed to the use of the words “expansion 
of multiple-office banking.” This phrase is more properly applied to branch 
banking and not to holding company operations. 

Recommendation It is suggested that more precise words be used such as, 
“Expansion of bank holding company operations.” 


DEFINITION 
Provisions of S. 1118 


Section 3 of S. 1118 gives two definitions for a bank holding company : 

(a) Any company which directly or indirectly owns, controls or holds with 
power to vote, 25 percent or more of the voting shares of each of two or more 
banks or of a company which is or becomes a bank holding company by virtue 
of this act. 

(b) Any company which: the Board determines, after notice and opportunity 
for hearing, directly or indirectly (either alone or pursuant to an arrangement 
or understanding with 1 Gr more other persons) a controlling influence over the 
management or policies of 2 or more banks. 

Comments.—It is felt that 25 percent is satisfactory and would eliminate so- 
called fringe organizations or organizations which only potentially and theoreti- 
cally might be expected to embark upon a program of controlling banks. 

The second definition (bh) contained in section 3 of S. 1118 would give to the 
Board of Governors broad discretionary powers, perhaps too extensive to be 
satisfactory from the standpoint of the banking system 

Such an extension of: powers would be contrary to the policies adopted by the 
American Bankers Assvciation. At the executive committee meeting in French 
Lick in 1948, a resolution was adopted which read in part: 

The ABA has consistently favored the minimizing of discretionary authority 
in Federal supervisory agencies, which would be increased in this bill. 

The following conceivably could be considered by the Board as exercising a 
controlling influence over the management or policies of two or more banks: 


oe 


on 
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(a) Large city banks which handle and advise smaller correspondent banks 
on the management of their bond portfolios. 

(b) Large city banks which hold conferences for the purpose of informing 
their correspondents on better management and operating policies. 

(¢) Firms of accountants, specializing in banking problems, which advise 
banks on management and operational policies 

(d) Law firms which advise a number of banks on management policies 

It is believed that the definition might be amended to include also “control 
of sufficient stock to control the election of a majority of the directors of any 
of the two banks necessary to constitute a bank holding company.” 

It also is suggested that the administering agency be given the authority to 
declare on a revocable basis, where circumstances warrant that a certain 
company, for the purpose of the act, shall not be considered as a bank holding 
company, 

The definition of a bank holding company would apply to all banks as dis- 
tinguished from the limitation in S. 76 to the shares of insured banks 

The definition excludes a number of organizations from being considered as 
bank holding companies. Fundamentally, it would seem that no such exceptions 
should be made because any of those designated could gain control over a 
croup of banks and wield an undesirable influence over business and the economy. 

Recommendations it is suegested that the definition of a bank holding com- 
pany be changed as above indicated and that all exemptions be eliminated, except 
those which Congress desires to include in the legislation or which the board of 

overnors under its authority might permit on a revocable basis. 
Provisions of 8. 76 

Section 2 of S. 76 defines a bank hoiding company. 

1. The definition applies to any corporation, business trust, partnership, asso- 
ciation, or other similar organization. 

2. It becomes effective at any time after April 15, 1953. 

3. It covers only those that own or control, directly or indirectly— 

(a) 50 percent or more of shares of an insured bank ; 

(b) 50 percent or more of shares voted for election of directors at 
preceding election ; 

(c) or controls in any manner election of a majority of directors; 

(d) or for benefit of shareholders more than 50 percent of shares is held 

by trustees after April 15, 1953. 

4. It also applies to a successor to any such organization. 

Recommendations.—It is suggested that the definition in S. 1118 with changes 
mentioned be incorporated in a bank holding company bill. 


8. REGISTRATION AND ADMINISTRATION 


Provisions of S. 1118 

Section 4 of S, 1118 provides for registration, reports, and examinations of 
bank holding companies. It provides— 

1. For the registration within 90 days after the effective date of act or after 
becoming a bank holding company, whichever is later; 

2. For the issuance of regulations and orders by the administering agency 
to enable it to carry out the purposes of the act ; 

3. That the administering agency may require reports under oath to see that 
the act has been complied with and to ascertain the condition of the bank holding 
company and its subsidiary, and that it can use the reports of other supervisory 
agencies. 

Comments.—While these provisions seem satisfactory, it may be desirable to 
amend them to provide— 

1. That the administering agency shall in some cases allow an extension of 
time for registration. Conditions might make it inconvenient or difficult to 
register within the prescribed time, Therefore, extensions should be permitted 
provided that total time for registering shall not exceed 1 year; 

2. That the administering agency shall be authorized to examine a bank 
holding company and at the expense of such bank holding company; 

3. That the administering agency shall make a full report to Congress within 
5 years. These changes, it is believed, would then provide in section 4 of 5S. 1118 
a minimum of supervision by a capable agency. 

Recommendation.—lIt is suggested that appropriate changes be made to carry 
vut the thoughts contained in the comments 
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Provisions of 8. 76 

S. 76 contains no provision for registration of bank holding companies or 
suitable provisions for its administration. 

Recommendation.—The association believes that it would be advisable to have 
a provision similar to that contained in S. 1118. 


4. Control of Bank Holding Companies 


Provisions of S. 1118 

Section 5 of S. 1118 provides that it shall be unlawful, except with the prior 
approval of the Board: 

1. For any action to be taken which results in a company becoming a bank 
holding company. 

2. For any bank holding company to acquire directly or indirectly any voting 
shares of a bank. 

3. For any bank holding company or subsidiary thereof other than a bank to 
acquire all or substantially all of the assets of a bank. 

Section 5 of S. 1118 also provides that it shall be unlawful for any bank which 
is a bank holding company or a subsidiary of a bank holding company to acquire 
all or substantially all of the assets of any bank except with the prior approval of : 

1. The Comptroller of the Currency if a national or district bank. 

2. Appropriate State supervisory authority if acquiring bank is an insured 
nonmember State bank. 

3. The Board in the case of all other acquiring banks. 

Before approving any application the Federal agency concerned shall give 
notice to and allow 30 days within which views and recommendations may be 
submitted by Comptroller of the Currency if a national or district bank is involved 
or to appropriate supervisory authority of the State in which applicant company 
or any bank affected by the application is a State bank. The application shall 
not be granted if these agencies file a written disapproval. 

No application shall be approved which will permit : 

1. Any bank holding company or any subsidiary to acquire voting shares or 
the assets of any bank located outside of the State in which said bank holding 
company or subsidiary thereof maintains its principal office and place of business 
or in which it conducts its principal operation. 

2. Any bank holding company or subsidiary to acquire voting shares or assets 
of any additional bank except in conformity with the laws governing branches of 
banks in such State. 

Comments.—Section 5 of S. 1118 definitely prohibits the acquisition of shares 
of stock or assets of any bank located out of the State. The matter of States’ 
rights is involved. 

Section 5 of 8S. 1118 also prohibits the acquisition of voting shares or assets of 
any additional bank except in conformity with the laws governing branches of 
banks in such State. This is an attempt to put two different types of ownership 
und organizations under the same law. Mention of this was made in connection 
with the declaration of policy. There exists today in many States statutory 
provisions permitting banks and trust companies to acquire shares of stock in 
other banking institutions. There is in the State of Indiana a statute requiring 
a permit from the State banking department as a prerequisite for voting stock of 
a holding company affiliate. There is in Mississippi a statute authorizing the 
State comptroller to approve the formation of “bank securities corporation” to 
purchase, hold, deal in, lend on and borrow on bank assets and banks may hold 
stock of such corporation with the State comptroller’s consent. 

The proposed provision of section 5 of S. 1118 would produce a conflict of law 
in several States. The distinction between branch banking and bank holding 
companies is recognized in Federal law. There is a special law relating to 
affiliates of bank holding companies. The Federal Reserve Board also recognizes 
affiliates of bank holding companies in its regulations as something different from 
branches. 

Recommendations.—-It is suggested that section 5 be redrafted to give effect to 
the following: 

It should provide that any bank holding company desiring to expand by virtue 
of acquiring, directly or indirectly, the voting shares of a bank, or all or sub- 
stantially all of the assets of a bank, shall file an application with the Board of 
Governors of the Federal Reserve System; that the Board shall refer such 
application with any data it has to the Comptroller of the Currency if the appli- 
cant company or any bank affected by the application is a national bank or a 
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district bank: or to the appropriate supervisory authority of the State if appli- 
cant company or any bank affected by the application is a State bank. If the 
authority so notified by the Board files its written disapproval of the application 
within the 30-day period the application shall not be granted. The Board also 
shall have the right, even though the application be approved by the supervisory 
authority, to disapprove such application if in the public interest. The Board 
shall have the authority to require immediate approval or disapproval of an 
application by a supervisory authority in the event it considers the case an 
emergency one. 

This section should provide, also, that no application for approval shall be 
necessary in connection with the acquisition of stock, if the bank holding com- 
pany already owns a majority of the shares of stock of such bank. 

Section 5 should be further amended so as to read as follows: 

(d) Notwithstanding any other provision of this section, no application shall 
be approved under this section which will permit (1) any bank holding com- 
pany or any subsidiary thereof to acquire, directly or indirectly, any voting 
shares of, interest in, or all or substantially all of the assets of any bank located 
outside of the State in which such bank holding company or subsidiary thereof 
maintains its principal office and place of business or in which it conducts its 
principal operations, unless the laws of such (outside) State expressly permit 
such acquisition by a bank holding company or subsidiary thereof; (2) any bank 
holding company or subsidiary thereof to acquire, directly or indirectly, any 
voting shares of, interest in, or all or substantially all of the assets of any addi- 
tional bank within the State in which they have their principal place of business, 
if prohibited by State law. 

The section should be further amended to provide for restrictive conditions 
with respect to the removal of the principal office or place of business of a bank 
holding company to another State so as to prevent circumvention of the prin- 
ciples above set forth. 

Provisions of 8S. 76 

Section 3 of S. 76 provides that no bank holding company owning or controlling 
more than 5 percent of any insured bank shall acquire share of any bank except 
with the approval of : 

1. Board of governors, if bank is a State member bank. 

2. Comptroller, if bank is a national or district bank. 

3. FDIC, if bank is a nonmember bank. 

The Federal agency concerned shall consider recommendations or views sub- 
mitted by bank supervisory authority of the State in which is located the State 
bank, the stock of which is to be acquired, the State supervisory authority to 
be given notice of the application and allowed 30 days to submit views and 
recommendations. 

Comments.—It is believed that the provisions contained in S. 1118 with the 
recommended amendments might be more appropriate than those contained in 
S. 76. 


5. DIVORCEMENT OF NONBANKING INTERESTS 


Provisions in S. 1118 

Section 6 of S. 1118 provides that it shall be unlawful, after 2 years, for any 
bank holding Company to own shares or other securities of any company other 
than a bank or to engage in any other business than banking. This period can be 
extended when not detrimental to the public interest, but not beyond 5 years. 

These prohibitions do not apply to shares or obligations of a company: 

1. Holding or operating property used by any bank subsidiary ; 

2. Conducting a safe-deposit business ; 

3. Liquidating assets acquired from such bank holding company and its sub- 
sidiaries ; 

4. Acquired in satisfaction of a debt previously contracted (must dispose of 
within 2 years) ; 

5. Acquired from subsidiaries which have been requested to dispose of same 
by supervisory authorities (must dispose of within 2 years) ; 

6. Held in a fiduciary capacity or eligible for investment by same ; 

7. Which is an investment company engaged only in business of investing in 
securities. 

The prohibitions shall not apply to a nonmember State bank which is a bank 
holding company if the effect of applying such prohibitions is to prevent such 
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bank from owning any shares or investment which such bank is permitted to 
wn under the laws of the State in which such bank is operating. 
Comments.—While the provisions of S. 1118 are satisfactory as far as they 
go, they could be improved on 
First, it seems that it might be more satisfactory to allow a 5-year period 
without any extensions, for the disposal of nonbanking assets, rather than 2 years 





th additional extensions up to 5 years. It would save time and expense 


to all parties involved and would provide for a more orderly process of liquidation 
f such assets 

Secondl the provisions are too restrictive in that no exceptoins are made 
for the ownership of shares of stock in companies devoted entirely to the servic- 
ing of a bank iding company and its affiliates For example, companies 
organized t udit, eXamine, advise on investments, review loans, counsel on 
tux matters and insurance, 

Recommendations It is suggested that the provisions contained in 8S, 1118 
might be changed to conform with comments 


Provisions in S i6 


1. Section 4 of S. 76 provides that no bank holding company, while it owns or 
controls more than 5 percent of shares of an insured bank, shall acquire or 
retain after 5 years: 

1. Any shares of any nonbanking organizations (except those conducting 
a safe deposit or fiduciary business) ; 
” Any obligations other than investment securities as defined in section 

136 of Revised Statutes (does not apply to bank holding companies which 

ure banks ot deposits ) 
2. Section 5 of S. 76 provides that no bank holding company, while it owns 


or controls more than 5 percent of shares of an insured bank shall, after 5 years 


from effective date of act, engage in any business other than banking or man 
g trolling bank 
s. Section 6 of S. 76 provides that sections 3, 4, and 5 shall not apply to good- 
trans ions in a fiduciary capacity or in the regular course of securing 
or collecting debts previously contracted 
Rect endatior It is suggested that provisions in S. 1118 with changes 
ight be more appropriate 
6. TAX RELIEF 
Both S. 1118 and 8. 76 contain provisions for tax relief of holding companies 
required to divorce nonbanking interests it is suggested that this tax relief 
given to holding companies also which elect to dispose of their banking interest 
ther han their nonbanking i rests 
7. BORROWING BY BANK H DING COMPANY OR ITS SUBSIDIARIES 


S. 76 makes no provision for borrowing by bank holding company or its sub- 
I . 


Recommendations.—It is suggested that provisions somewhat similar to those 


contained in 8S, 1118 be incorporated in the legislation. 


8. RESERVATION OF RIGHTS 
Provisions of S. 1118 





S. 76 provides for somewhat similar provisions than that contained in S. 1118, 


but is restricted and that it only covers the power and jurisdiction which it 
now) has. 





Recommendation The provisions for the reservation of rights to States 
contained in 8. 1118 is approved. 


9. HEARINGS AND REVIEW 
Provisions of 8S. 1118 
Section 9 of 8. 1118 provides for reviews, which appear to be satisfactory. It 
related to Administrative Procedure Act. 
Provisions of S. 76 
76 contains no provisions for any hearings and review. 


Recommendation.—It is suggested that there be some provision similar to that 
contained in S. 1118 in any bank holding company legislation. 


or 
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Provisions of S. 1118 
S. 1115 provides for penalties in the event of the violation of any pro\ is on of 
the act by any cOlnpany, or al idlation of any regulation or order issued by the 
Board. It also provides penalties for any individual who violates any provision 
of the act. Officers, directors, agents, and employees of a bank holding company 
are also subject to the same penalties for false entries in a books, reports, 01 
statements of such bank holding company as are applicable under section LOO5 
of title 18, United States Code 
Recommendations It is suggested that the penalties against the individua 


for violation of the provision of the act should be deleted 
Provisions of S. 76 

The provision in S. 76 as to penalties is similar to that contained in S. 1118, 
and it is believed that the same deletion should be made if it is incorporated in 
any bank holding company legislation 


Exit \ 
COMPARISON OF BRANCH BANKING AND HOLDING COMPANY OPERATIONS 


Corp rf red) 


granch banking: One legal entity created under a single charter covering the 
main office of bank and all its branches, 

Holding company operation: Two or more separate legal entities each created 
under a separate charter, one for each bank affiliate 
Stockholders 

Branch banking: Possess the same stockholders 

Holding company operatior Possess different set of stockholders for eac} 
affiliate 
a pica ; 


Branch banking: Main office. of bank and all branches are under supervision 
of the identical authority as provided by the laws under which organized. Could 


be either Federal or State laws 


Main office and : branches also would be subject to supervision of Federal 
Reserve System if a member or FDIC, if insured. 

Holding company operatic ach affiliate individually is subject to super- 
vision under the laws under which it was separately organized. Some affiliates 


could be organized under State laws and others under Federal laws. 

Each affiliate may or may not be subject to supervision of Federal Reserve 
System or FDIC, depending if such affiliate is a member of the Federal Reserve 
System, or, if insured, in the FDIC 

[If a holding company controls both National and State member banks and 
procures a voting permit, then the holding company, as well as all of its affiliated 
nonmember State banks are subject to examination by and reporting of the Comp- 
troller of the Currency and the Federal Reserve Board. 


Board of directors 


Branch banking: One board of directors 

Holding company operation: A separate board for each affiliate. Statutes 
commonly impose residence requirement. 

For example, national banking Jaws require that every director, during his 
whole term of service, must be a citizen of the United States, and at least three- 
fourths of the directors must have resided in the State, Territory, or district in 
which the association is located, or within 50 miles of the location of the office of 
the association, for at least 1 year immediately preceding their election, and 
must be residents of such State or reside within a 50-mile territory of the 
location of the association during their continuance in office. 

Each director must own stock in the association, the aggregate par value of 
which shall be at least $1,000, unless the capital of the bank does not exceed 
$25,000, in which case he shall own not less than $500. 

Any director ceasing to own the required number of shares shall vacate his 
place 
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if agement 

Branch banking: Amounts to absentee management by officers of main office 
and board of directors. Officers in charge usually have limited powers. 
Holding company operation: Affiliates are local institutions managed by local 


board of directors and officers. May have some supervision and assistance on loan 
fy , } liy 


and investment overall policies ft holding company 
Canita fructu 

Branch banking Single capital structure for main office and all of its 
} } 

rancnes 


Holding company operation: Separate capital structure for each affiliate. 
Changes in capital are subject to the supervisory authority having jurisdiction 
over each affiliate 


De po 
Branch banking \] depos ts pooled as deposit liab lity of ind available for 
investment or loans by the bank through main office or any of its branches 
Holding company operation: Each affiliate has its own deposits, which are its 
sole liability, and which such affiliate alone can invest or loan from its own 


office and to its « n custome 


Loan lin 

Branch banking: Loan limit based upon capital and surplus applies to the 
aggregate of all loans made at main office and at all branches. (In case of 
national banks, the limit is 10 percent of capital and surplus.) 

As a result, a small branch in an industrial section can handle the loan re- 
quirements of large customers up to the total limit permitted of the whole branch 
banking operation. Consequently, the branch usually carries the deposit ac- 
counts of such customers. 

Holding company operation Kach affiliate has its own loan limit, based 
upon its own capital and surplus. This limit has no relation to capital and 
surplus of any or all of the other affiliated banks and the holding company. 

An affiliate has a special restriction imposed by section 24 of the Federal 
Reserve Act with respect to loans to other affiliates 

(n affiliate in an industrial section can only handle the loan requirements 
of a customer up to its individual limits. Consequently, substantial deposits of 
the customer usually go to a larger bank or branch banking operation with 
arger loan limits 
Loanable funds 

Branch banking: Each branch has access to entire capital funds and deposits 
of the bank (main office) and all branches. Consequently, a branch might lend 
more than the total deposits of that particular branch 

Holding company operation: Each affiliate has available for loans only its 
own capital funds and deposits. This parallels the situation of independent 
banks. <An affiliate therefore is dependent upon correspondent banks to share 
excess loans 
i ron (tion 

Branch banking: Branch can be closed at any time if unprofitable. All that 
is required to close a national-bank branch is a resolution of the board of direc- 
tors or of the stockholders, if branch is described in articles of association, and 
the transmittal to the Comptroller of such resolution, together with certificate 
authorizing the branch 

Holding-company operation: Requires voluntary liquidation of affiliate accord- 
ing to provisions of the State or Federal laws under which it was chartered. 

The CHamman. Then, do we understand, Mr. Boyles, that you 
approve ©». 1118? 

Mr. Boyies. We have not approved it en toto; no, sir; but we have 
approved certain provisions. The suggested changes to proposed 
legislation which we have in our report chiefly uses S, 1118 as a basis. 
S. 76 has its merits also. 

The Cuamman. What do vou think about the Federal Reserve bill? 

Mr. Boytrs. Sir, I have not seen it yet. 

The Cuamman. Do you amend 8S. 1118? You have given us in 
your statement the exact amendments, have vou not ¢ 
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Mr. Boyes. Yes, siz 

The Ciamman. You want to incoi porate those / 

Mr. Boyues. Yes, sir. 

The Cuarrman. Do you believe that bank holding-company legisla 
tion at the moment 1s urgently needed ? 

Ms. Borers. I would not say it is urgently needed. But I think the 

mn SS pa ing I think the time is just about here. 

Phe CHarMan. Why is it not urgent / 

Mr. ee Outside of the Chicago situation, which has made us 
feel that it is a little more urgent, I do not think there is anything 
else in the lineup that would require urgent legislation. 

The CHAIRMAN. How do you know there are not many other Ch 
cago situations existing in the United States ? 

Mr. Bortes. I do not know that, sir. 

The CHairman. How do you know that many of them will not 
show their heads within the next 12 months? 

Mr. Boyzes. I do not know that, either, sir. I think it would 
very desirable to have legislation and have it now. I would say it is 
most desirable. I think we have gone far enough. 

The CHarman. You mean by that that it 1s not a matter of life 
or death / 

Mr. Boyies. That is right; it is not a vital matter. 

The CuarrMan. You definitely feel we do need legislation on this 
subject / 

Mr. Boytes. Yes, sir. 

The CuatrmMan. That is the opinion of the American Bankers’ Asso 
ciation ? 

Mr. Boyes. That is the opinion of the American Bankers’ Associa- 
tion—that we do need legislation. 

The CHarrman. You feel S. 1118 and S. 76 are about the kind of 
legislation you need ¢ 

Mr. Boyries. They would both be workable with the suggestions we 
have in our outline; yes, sir. 

The Cuarrman. Any other questions, gentlemen ? 

Senator Bennerr. Mr. Chi airmi in, as I understand Mr. Boyles’ testi- 
mony, the American Bankers’ Association does not believe there should 
be a complete prohibition of any expansion of bank holding compa- 
nies. You believe, rather, that there should be restrictions upon 
that expansion, and that these restrictions should be imposed by the 
State authorities ? 

Mr. Boyxes. I believe there should be Federal regulations with 
respect to this, and expansions should be governed by the State law; 
if the State law prohibits any further expansion, then that would 
be it. If they would permit it, then the Federal law would regulate 
such expansion. 

Senator Bennett. But you do not believe that the legislation should 
be so written that there should be no further expansion under any 
circumstances ? 

Mr. Boytes. No; I do not. 

Senator Busu. Mr. Chairman, could we ask the gentleman to hay 
his association express an opinion on the bill submitted by the Federa! 
Reserve Board to this committee ? 


Mr. Boytes. We could do that at a later date. 
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The committee print provides that no acquisition of ownership or control of 
the shares of any State or National bank in any State shall be approved if, 
under the same circumstances, the acquisition of such ownership or control of 
shares of a State bank would be expressly prohibited by the statutes of such 
State. The ABA was not in favor of the Capehart provision in this respect 
which froze any interstate expansion and permitted intrastate expansion only 
in conformity with the laws governing branches of banks in such State. In 
the interest of preserving the rights of States, the ABA suggested that the 
Capehart bill be changed so that no application should be approved where a 
holding company attempts to purchase the voting shares of, interest in, or all 
or substantially all, of the assets of any bank located outside of the State in 
which such bank holding company or subsidiary thereof maintains its principal 
office and place of business, or in which it conducts its principal operations, 
unless the laws of such outside State expressly permit such acquisition and 
no bank holding company or subsidiary thereof shall be permitted to acquire 
such interest in any additional bank within the State in which they have their 
principal place of business if prohibited by State law. 


DIVORCEMENT OF NONBAN KING INTERESTS 


The committee print on divorcement of nonbanking interests corresponds in 
some respects to that of the Capehart bill. However, it was suggested by the 
ABA that the period of time for divorcement of interests be changed from 2 vears 
to 5 years and that a holding company likewise be permitted to divest its interest 
in banking and enjoy the same tax relief as would be accorded in connection 
with divorcement of nonbanking interests. 

Section 4+ (b) of the committee print is a very excellent suggestion which could 
very well be incorporated in the Capehart bill. It provides that no certificate 
evidencing shares of any bank holding company should bear any statement pur- 
porting to represent shares of any other company except a bank or a bank holding 
company, nor shall the ownership, sale, or transfer of shares of any bank holding 
company be conditioned in any manner whatsoever upon the ownership, sale, or 
trunsfer of shares of any other company except a bank or a bank holding com- 
pany. It is suggested, however, that the term 2 years in such section 4 (b), 
hefore this provision would become effective, be changed to 5 years. 


BORROWING BY BANK HOLDING COMPANIES OR ITS SUBSIDIARIES 


The committee print does not contain a section relating to borrowing by bank 
holding companies or its subsidiaries. This is contained in the Capehart bill 
and should be a part of any bank holding company legislation. 


RESERVATION OF RIGHTS 


The committee print does not have any provision similar to that contained in 
the Capehart bill as to preservation of States rights except as might be indi- 
cated in its provision in section 8 relating to acquisition of bank shares which 
could not be acquired in a State where it is expressly prohibited by the statutes 
of such State. 


HEARINGS AND REVIEW 
The committee print does not have a section on hearings and review as does 


the Capehart bill. It is suggested that such a provision be incorporated in any 
legislation on bank holding companies. 


PENALTIES 


The penalty section contained in the committee print is substantially the same 
as that in the Capehart bill. The ABA has suggested, however, that the penal- 
ties against individuals should be deleted. 

The CiiamMan. Mr. Boyles, do you feel that bank holding com- 
panies should not be permitted to participate in any kind of business, 
other than bank holdings? 

Mr. Borie. The divorc ‘ement of nonbanking assets has been a policy 
of the association for a long time, with the exception of the servic a 
organizations, as I suggested. 


34937—53—_—10 
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The Crairman. You think they should not be permitted to par- 
ticipate in businesses other than banking 

Mr. Bornxs. That is correct, except the service organizations. 

The Cuamman. You think we ought to pass a law here requiring 
them to divest themselves of all holdings, except bank holdings? 

Mr. Borxes. I do, with the little exceptions we have in the service 
organizations, such as auditing. 

The Cnamman. But, with those exceptions, you think the law 
ought to require that they divest themselves of all holdings other 
than bank holdings? 

Mr. a s. That is correct, sir. 

The Cuamman. Do you likewise agree, as in S. 1118, that they 
should a permitted to continue their present holdings in any and all 
banks that they now have holdings in ¢ 

Mr. Boyxes. In banks, yes, I do, but they would be of course sub- 
ject to the regulations and reports, and so on of the Federal 
authorities. 

The Cuairman. Do you think we will know any more a year from 
now on this subject than we do today # 

Mr. Boyies. That is prognostication, sir, and I would not want to 
make that statement. 

fhe CuarrMan. How long has this matter of legislation with respect 
to hok ling comp: unies been kicking around here ? 

Mr. Boytes. To my knowledge, probably 12 or 15 years, I believe. 
[ do not know how much longer than that. How sincere they were 
in the beginning, in getting legis: ation, I do not know, but we have 
been sincerely wor king on getting legislation this year. I think almost 
all of the associations have been working to develop that. 

Phe Cuamman. Do you think anything would be gained by delaying 
the matter ? 

Mr. Boyurs. I do not believe so. I do not believe we would be too 
much smarter in handling these things. We can take care of that 
from time to time, as the law permits. 

The CuarrMan. Are there any other questions ? 

Senator Doveras. Mr. Chairman, could I ask a question ¢ 

The CHarrMan. Senator Douglas. 

Senator Dovenas. Mr. Boyles, on page 5 of your memorandum, that 
paragraph at the head of the page deals with the supervisory activities 
of the Board of Governors of the Federal Reserve System. 

Mr. Boytes. Yes. 

Senator Doveias. Do I understand that what you are advocating 
is that me applications for expansion should be submitted to the 
States if it isa State bank, or the Comptroller of the Currency if it isa 
national ake These are to give advisory opinions, but the final 
dec sion is to be in the hands of the rede Ts al Rese rve! 

Mr. Boyes. That is correct, the veto powers, of course by the States. 

Senator Dove.as. A State can veto it, but if the State grants it, it is 
not obligatory from the Federal Reserve. 

Mr. Boyues. That is correct. 

‘he CuarrMan. Thank you very much, Mr. Boyles. We appreciate 
your test imony. 

Mr. Boyies. Thank you, sir. 

Ene ¢ “HAIRMAN. Our next witness will be Mr. Harry J. Harding, 
president of the Independent Bankers Association of the 12th Federal 
District. 
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STATEMENT OF HARRY J. HARDING, PRESIDENT, INDEPENDENT 
BANKERS ASSOCIATION OF THE 12TH DISTRICT 


Mr. Harpine. Mr. Chairman, and gentlemen of the committee, first 
of all, I would like to submit for the record a statement which Mr. 
itnmert Brumbaugh intended to propose today, expre ssing the view 
of the National Association of State Supervisors, which organization 
has wholeheartedly and strongly endorsed the Capehart bill. 

The Or have charge of supervising, as well as granting 
charters to banks in the States, and under their supervision th ey have 
about two-thirds of the banks of the cow try. 

The Crairman. Have all of the State examiners endorsed this bill? 

Mr. Harpina. I cannot say that, individually, but the association 
has, and as far as I understand, all supervisors have concurred in that. 

The Cuamman. All State supervisors ¢ 

Mr. Harpine. Yes, sir; they have all concurred in that. 

The Cuamman. And the National Association of State Supervisors 
has likewise endorsed S. 1118? 

Mr. Harpine. That is correct, sir, wholeheartedly and strongly. 

The CuHairman. You wish to have this statement of Mr. Brum- 
baugh placed in the record ? 

Mr. ETARDING. Yes, sir. 

The CHatrMan. Without objection, it will be so placed in the 
record. 


(The statement referred to follows:) 


STATEMENT OF D. EMMERT BRUMBAUGH, FORMER SECRETARY OF BANKING OF THE 
COMMONWEALTH OF PENNSYLVANIA 


I, D. Fmmert Brumbaugh, former Secretary of Banking of the Commonwealth 
of Pennsylvania, am introducing the following statement of the chairman of the 
legislative committee of the National Association of State Supervisors, Mr. L. 
Merle Campbell, secretary of banking, vice chairman of the executive committee, 
Harrisburg, Pa. 


S. 1118, INTRODUCED BY SENATOR CAPEHART ON FEBRUARY 27, 1951, AND REFERRED 
10 COMMITTEE ON BANKING AND CURRENCY 


“This bill has been introduced by Senator Capehart at the request of the 
Independent Bankers Association and is similar to the Spence bill (H. R. 12) 
but it differs on the following: 

“A bank holding company is defined as ‘any company that holds 25 percent of 
the voting shares of two or more banks.’ In H. R. 12, the figure is 15 percent. 
The new bill also gives the Federal Reserve Board the same discretionary 
power as does the Spence bill to designate as a holding company ‘any company 
which the Board Cena after notice and hearing exercises a controlling 
iniluence over the management or policies of two or more banks.’ 

“S. 1118 places more emphasis on the rights of State supervisory authorities 
than does either H. R. 12 or §. 76. Sole authority is given to the appropriate 
State supervisory authority to approve the acquisition by any bank which is a 
bank holding company, of the assets of any bank if the acquiring bank is an 
nsured, nonmember State bank. Additionally, the provisions of the new act 
eluting to the acquisition of bank shares or bank assets, do not apply to a 
nonmember State bank which is a bank holding company if the laws of the 
State in which such bank is operating, permits the ownership of such shares or 
lnvestment, 

rhe new act emphasized states rights by several new provisions which re- 
quire that State banking authorities be kept fully informed of applications 
or acquisition permits by holding companies, State supervisory authorities are 
given authority to disapprove any action which may result in a bank holding 
company. An individual shareholder, bank, holding company affiliate, com 
pany, individual, or interested group is given the right to apply for a decision 
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and to get a prompt answer. If the answer is ‘No,’ the applicant is entitled to a 
review of the case under the Administrative Procedure Act. 

“Since S. 1118 places much more emphasis on states right than H. R. 12, 
the Spence bill, H. R. 2473, the Wier bill, or 8. 76, the Robertson bill, your com 
mittee is decidedly of the opinion that this bill should be supported by our 
association.” 

The Cuarman. You may proceed, Mr. Harding. 

Mr. Harpinc. My name is Harry J. Harding. I am president of 
the First National Bank of Pleasanton, Pleasanton, Calif. I am also 
president of the Independent Bankers Association of the 12th Federal 
district. 

I might explain, Mr. Chairman, that as I go along I will probably 
interpose some comment on this statement. 

At this time I would like to say there are two independent bankers 


associations in this country. The one heard from yesterday repre- 
sents the banks in 41 States. Our association covers the seven Western 
States. 


The history of it, and the reasons for two associations is that on 
the Pacific coast we had a problem and organized rather strongly many 
years ago. The other association organized in the Northwest where 
holding companies were operative, and as the holdin 1g companies ex- 
pi 7 the other associations expanded and grew, likewise. 

. during the many years that agitation for this legislation has 
ee going on, the two legislative committees of the 2 associations. 
and the 2 associations have cooperated very fully, and speak with 
tongue. 

Our membership is made up of 340 locally owned and managed 
banks. I feel ina broader sense, I can, on certain points at least, speak 
for the 14,000 or more independent banks in this country, forsthe rea 
son that in our study of bank holding company problems we are 
discussing today, we have conducted 6 nationwide surveys of bankers’ 
opinions as to —— points covered by the proposed legisaltion. 

I might say, first, 1 know we are the only association that has done 
that, and I aes also remind you that. yesterday Mr. Bryan men- 
tioned the fact that out of the 48 State bankers associations, some of 
which are dominated largely by holding companies, about three- 
quarters of them have passed resolutions endorsing holding company 
legislation in principle, and many of them recently, since the Cape- 
hart. bill was introduced, have endorsed the Capehart bill. 

We feel that we have gained some understanding of the views of 
the bankers of the country. 

Our association has steadfastly maintained that what it is illegal 
for a bank to do directly, should be illegal for a bank to do indirectly 
through the holding-company device. A bank cannot engage in out- 
side businesses, but through the holding-company device a bank can 
evade this legal prohibition. This has been pointed out in a letter by 
William McChesney Martin, Chairman of the Board of Governors 
of the Federal Reserve System, to Congressman Brent Spence, dated 
April 11, 1952, wherein he said— 

Through this means 

Referring to the holding-company device— 


also, the management of a bank may be enabled to obtain control over the 
management of nonbanking enterprises and thereby evade provisions of the 
bankins laws which restrict banks from engaging in businesses not related to 
banking 
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I might also emphasize a little bit that he called attention to the 
management of the bank. 

Your committee, also, in its re port on the 1947 Bank Holding Com- 
pany Act of 1947, which bill received your unanimous approval— 
Senate Report No. 300, 80th Congress, 1st session—also sets forth—_ 
the need for this legislation is both pressing and clear. The holding company 
devise is particularly susceptible to abuse in the field of banking, not only be- 
cause it enables the holding company system to evade traditional limitations 
upon bank expansion but also because it can be used to gather under one man 
agement many different and varied enterprises wholly unrelated to the conduct 
of a banking business, which the committee feels is ininrical to sound banking 
practice. 

There seems to be general agreement, except on the part of the two 
large holding companies that do engage extensively in outside busi- 
nesses that this indirect manner of engaging in businesses forbidden 
to banks should not be legitimatized in any way, but divestment of 
such activities, with some minor exceptions, should be made a part of 
the act. Therefore, I will confine my discussion to other matters. 

Senator Doveias. Mr. Chairman, could I ask a question at this 
ont ¢ 

The Cuarraan. Senator Douglas. 

Senator Doveras. I wonder if you would be willing to state for the 
record, Mr. Harding, the types of nonbanking businesses, which cer- 
tain large bank holding companies carry out. 

Mr. Harpixe. Senator, there is almost an unlimited number of types 
of enterprises in which they are interested, running from diesel engine 
manufacturing, chain grocery stores, fish canneries, real estate, oil 
development—it is almost endless. 

Senator Doveias. Has there ever been furnished fer any record a 
list of these activities ? 

Mr. Harpine. We endeavored to obtain some information from the 
Federal Reserve Board on that point, and in a general way did get a 
list, such as I have just started to quote from. 

Senator Dovucias. Would you be willing to furnish for the record 
such a list 4 

Mr. Harping. We would not have it, Senator. The Federal Reserve 
might have it. 

Senator DouGias. Mr. Chairman, I wonder if we might make a re- 
quest of the Federal Reserve for such information. 

The Cuamman. Without objection, we will request that the Federal 
Reserve Board furnish us with such information, 

Mr. Harpine. Might I suggest, Mr. Chairman, that that list con- 
tain for your information the companies that do engage in those busi- 
nesses, because there are only two major companies that engage in a 
great variety of businesses of this kind. 

The Cuairman. Yes. We will ask the Federal Reserve if they have 
any information or can secure the information on the holding com- 
panies, with a list of businesses that they have outside of banking. 

I do not know whether they have it or not. I do not know whether 
it is available, but we will get it if it is. 

Mr. Harprna. It is illegal for a bank to establish a branch across 
State lines; but today there are no limitations or effective controls 
over the expansion of bank holding companies. Under existing law, 
no supervisory authority can prevent a single bank holding company 
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from expanding from coast to coast and border to border until it 
controls a chain that is nationwide in all respects, The resulting 
concentration of such enormous ec shade power in the hands of a few 
people would inevitably lead to the elimination of private banking 
and result in Government control and oper ition of all banks. 

L might sup ypleme t, that by saying on March 29, 1952, Business 
Week contained an item which in substance said that Robert Young, 
through three companies dominated by him, had purchased a total 


)} 
of 914 percent of the stock of Marine Midland Corp., which is a bank 
hold 0 corporation in New York State, with its head office in Jersey 
Cit 

And. this article went on to raise the question, or, rather cited the 
fact that Mr. Young would not sit still and let things happen, but 
engaged In some activities, al ad the question was raised as to whether 
or not this might possibly mean a step in leading to the merger with 
S01 ote bat o1dain ct pany 


While we are talking about bank holding companies, of the 34 
companies that were listed in the Federal Reserve reports submitted 
here the other day, there are onh D companl es that operate very ex- 
tensively across State lines, but you can see that if 2 or 3 of these 
be tied together under 1 common control, with the 
statement I just made, that you would virtually have a chain banking 


S\ 1 operat &” Trom coast to coast. It could become a reality. 

, A bank mav establish branches within its home State only if the laws 
of such State permit branches of banks. Through the holding com- 
pany device such re trictions can be evaded. The Board of Governors 
n its annual report for 1943, as Governor Evans in his dissenting state 
ment filed here yesterday so clearly sinsed out, emphasized that 
vuthe rity to co trol the e tabli hment of branches of banks, through 
the ‘holding company device, are defeated. This statement of the 


Board is so important I wot ild 1 Til ce to requot e it: 


| ey S ery ory nthoritic nar have horit. to « trol the 
direct estal hment of brat s of banks under their respective jurisdictions. 
* Th e « ( te de e of 1 olding conmpany, however, these con- 
trols a ed an he holding pa can do wl the bank cannot do 
directly. Thus the same management whi is restricted in its operation under 
a bank charter can, through the holding company device, require unit banks, 
»p te the in the sai manner branches would be operated, and thus defeat 
the expressed will of Congress regarding the establishment of branches, 


Chairman Martin, in the letter previously referred to, also said 
} } ipon branch banking can be evaded by turning to one of 


the other forms of multiple office banking.” If conditions had changed 
since this statement was made by the Chairman of the Board a little 


over a year ago and holding compante Sho longer can evade our bank- 
ng laws, I am sure Chairman Martin would have said so yesterday. 


Congress has been repeatedly urged by the advocates of interstate 


1d nationwide branch banking to pass laws permitting interstate 
branch banking, but Congress has repeatedly declared in favor of our 


(American system of local. independei it banks. Shall the will of Con- 


gress thus declared be thwarted by indirect branch “waa 
Endeavors have been made to eliminate the deficiencies 1 1 present 
laws relating to holding companies, and a number of bills h: ave been 


presented for this purpose. The delay in solving this problem, which 
this committee in 1947 called pressing, accentuates the danger to our 


t 
j 
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American dual banking ¢ ysteim. Marrine rS. Eccle s, the then Chair 
man of the Board of overnors of the Federal Reserve System, testi- 
fying in 1947, stressed that if Congress did not see fit to do anything 
about the matter, many holding companies-— 

d interpret it to mean that Congress is entirely satis ed with the existing 


ns and any expansion in their operations would be done with the approval 
ind recognition of Congress. 


ere has been some eXpPRnsiol since that time by some of the larger 


olding’ co mpat es, restrained omewhat. uncou! tedly. by the action 
tituted by Board of Govern ] n 1948 uy der the Clavton Act 
gainst Trans 4 erica, which is still unsettled. We have recently 


“Pel T e effe { ort one venture through aeq Isit ons of control of three 


Chicago bat ks DV an out ot state corporation which would not have 


een possible if S. 1118 had been in efiect, for acquisitions across State 
] ] ]  . } : 
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en . , > 1 
ohit also call vour atte ntron, I may. to the provisions of the 
‘ I 


ich would have applied in this situation. 
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- Harpina. That is correct. 
The hearings on the two bill pre pared by the Federal Reserve Board, 
18, were productive of many suggestions by both pro- 
. : 1) 


nents and opponents for Miproving these bil 


< Or 
and S. 23 


BS 899 
Jut of these ate 
nes also has come a Moats ru iderstanding of the problem | DY all con 
cerned, and we independent bankers are deeply grateful to this 
committee for the time is has given to the solution of the problem. 
While it seems some difference times cloud the overal}] purposes 
to be SURO by t his legisl: ation, it is our fervent | ope that the 
present hearings will be push ed to a final conclusion. 
We have pelited out that the problem stenis from the ability of : 

holding company to evade and circumvent our Nation's banking fale 
Legitimatizing an evasion of laws, even in a restricted manner, we feel 
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is no way to cure an evil. The first step, it seems to us, is to agree 
that the way to end evasion and circumvention of our country’s bank- 
ing laws is to close the loopholes that permit such evasion. That is 
che purpose of S. 1118. It is a direct and moderate ap a It does 
not compel the dissolution of bank holding companies nor does it pre 
vent the organization of new companies. It does m: rintain the auton- 
omy of the separate States as to banking and erects a barrier that will 
protect. a State against invasion by an outside holding company. 

Senator Douglas raised a question here a moment ago, whether a 
State would prevent an outside holding company from coming into a 
State, and the answer was “No.” That was brought out v« ry de finitely 
in the testimony on S. 2318, when Colonel Ely, past president of the 
Virginia Bankers Association, stressed that point. 

It imposes no additional regulations or controls over banks that are 
not holding companies or subsidiaries of bank holding companies. 
It delegates discretionary authority to a minimum. 

(on that point, we are strongly against any discretionary authority 
in any agency. 

[t has been pointed out by several supporters of S. 1118 that there 
are certain fundamentals that seemingly ought to be embodied in any 
bill attempting to meet the bank holding company problem: 

Ban cs cannot operate nonbanking businesses. The management 
of a bank should not be able to evade this provision of existing laws 
by the bank holding company device. 

». Banks cannot operate branches across State lines. The holding 

company device should not be used by a bank to acquire additional 
banks in other States in circumvention of this restriction. 
3. Banks can establish additional offices or branches only in con- 
formity with the laws of their State, and only with the approval of 
che appropri late supervisory agency. These specific limitations on the 
‘ spenmce of F banking offic ‘es should not be possib le of evasion through 
the holding company device. 

S. 1118 accomplishes all three of these objectives. 

I might comment here a moment, if I may. Governor Robertson, 
in talking here the day before yesterday—and Mr. Jennings likewise— 
spoke about the expansion across State lines and the laws of States 
prohibiting such action. Chairman Martin, talking about limitation 
of expansion of bank holding companies, which appears on page 5 of 
his statement, says: 

In limiting the expansion of bank holding companies, the rights of a State 
should be preserved. The administering agency should be required to consult 
the appropriate State authority where the bank is involved, and, as an even more 
effective guaranty of States rights, it should be clearly provided that no acquisi- 
tion of the stock in any State could be approved by the administering agency if 
the transaction would be prohibited by the statute of that State— 
which, of course, places the burden upon the State to pass the law. 


This would mean each State would have complete freedom to deal as it wishes 
with the holding company expansion. It would apply to bank holding companies 
the same principles which are now applied under Federal law to the establish- 
ment of branches by national banks. 


Mr. Chairman and gentlemen, that is the basic principle of our 
complete suggestion for control. It is to place the expansion of bank 
holding companies on the same basis as the expansion of banks by 
branches under the national banking law. 
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But, does the National Bank Act agree with the statement of Chair- 
man Martin! Section 36, relating to branch banks, says: 

A national banking association may, with the approval of the Comptroller of 
the Currency, establish and operate new branches, one within the limits of the 
city, town, or village in which said association is situated, if such establishment 
and operation are at the time expressly authorized to State banks by the law 
of the State in question. 

It does not say the State has to pass a law prohibiting branches of 
national banks in the State. 

It says: 

And, at any point within the State at which said association is situated, if 
such an establishment and operation are at the time authorized to State banks 
by the statute law of the State in question by language specifically granting such 
authority affirmatively, and not merely by implication or recognition, and subject 
to the restrictions as to location imposed by the law of the State on State banks. 

1115 provides that expansion within the State shall be in con- 
formity with the laws in that State, regarding branches of banks. 

I might also say there has been a bill introduced in the Senate by 
Senators Maybank and ( ‘apehart, S. 975, a bill to amend the Home 
Owners Loan Act of 1933, as amended. The purpose of this act, which 
{ am quite sure has nn endorsement of practically every bank in the 
country, in section (C), restricts branches of Federal savings and loan 
associations across State lines. It says: 

No branch of any Federal savings and loan association shall be established 
outside the State in which its home office is located. 


In the same section, it says: 


An association may with the approval of the Home Loan Bank Board estab 
lish and operate new branches within the State, in which the home office of 
such association is situated, if such establishment and operation are at the 
time expressly authorized to State savings and loan associations, or mutual 
savings banks, by the law of the State in question, or in the absence of any 
such law, if such an establishment and operation are at the time in conformity 
with the practice within the State with respect to branches of State savings and 
loan associations or mutual savings banks. 

Gentlemen, I think any change in the language that would con- 
yee the bill to the language used in the bill introduced by Senators 

Capehart and Maybank, or the National Bank Act, would be agreeable 
to bankers generally, if that is so desired. 

S. 1118 accomplishes the restrictions on evasions of branch banking 
laws through the holding company device, to our satisfaction. 

As to points No. 2 and No. 3, restrictions on the expansion of holding 
companies, first of all we would like to submit testimony supporting 
our contention that holding company banking is in effect branch bank- 
ing. 

There probably was no man who understood the holding company 
operation better than A. P. Giannini. During the hearings before 
the House Committee on Banking and Currency, 71st Congress, 2d 
session, 1930, he stated: 

I believe branch banking should be extended on a nationwide and worldwide 
basis, for if you do not have direct branch banking you are going to have it 
indirectly through holding companies. 

Then, testifying before the Senate Banking and Currency Commit- 
tee, 80th Congress, Ist session, the then Chairman of the Board, Mar- 
riner S. Ece les said: 


s 


Under existing laws * * there is nothing to prevent it— 
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i holding company 
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} oints that already have come in for some discussion at these hearings. 

The Cuatmrman. We will give you that opportunity, but we may 
likewise want you to testify. 

Mr. Harpinc. Thank you. I will be glad to. 

The first is the matter of a definition of a he lding company. I would 
like to comment on that because the Robertson bill is quite different 
than S. 1118. 

As to the percentage of stock ownership, Mr. Jennings testified that 
these percentages—in the case of ». 1118, of 25 percent in 2 or more 
banks, and in the case of S. 76, of 50 percent in 1 bank, “will achieve 
effective cove rage.” 

Governor Robertson in his testimony, stated that members of the 
Board favored 50 percent ownership of the stock of any bank as a 
measure indicating control. One of the purposes of using that defini- 
tion, he said, “is to keep it in harmony with existing law so that you 
do not have to amend existing law in any respect.” However. if we 
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turn back to the testimony of the Board itself on past occasions, we 
find that one of the serious objections the Board raised was as to the 
definition as it now stands. A portion of the Board’s report has been 
quoted by Governor Evans in his dissenting statement filed yesterday. 

Marriner 8. Eccles in testifying for the Board on 8. 829 said: 

We have several cases where they control the management of banks and do 
not own any shares at all. 

Again, Thomas B. McCabe during the hearings on S. 2318, said: 

However, as previously pointed out, and as Congress and the courts have long 
recognized, effective control of one company by another does not depend upon 
the ownership or control of a majority of the voting shares. Thus, the present 
law in this respect does not cover cases where control is exercised through the 
ownership of a smaller proportion of the total shares outstanding, or where 
control is maintained without the ownership of any shares. 

Similarly, the number of shares owned or controlled, as compared with the 
number of shares voted for the election of directors at the preceding election is 
an unsatisfactory basis for determining whether a holding company relationship 
exists. 

From 1948 to 1950 the Board has steadfastly maintained that the 
definition in the present law was inadequate. — Now we are told by 
the Board itself that that position is all wrong. 

I think there is not a banker in the country who has had anything 
to do with corporations but knows owners! oP of a majority of the 
stock is not necessary in many situations to have control. Let me 
quote from an item that appeared in Saad ss Week of May 2, 1953: 

New management is an old story for Consolidated Vultee Aircraft Corp. ; con- 
trol has changed hands three times in the last dozen years. The latest switch 
is from Floyd Odlum’s Atlas Corp., a holding company, to General Dynamics 
Corp., a manufacturer. * * General Dynamics gets control of a company 
much bigger than itself. The 400,000 shares it has bought from Atlas represent 
about 17 percent of Convair common. That was enough—the largest bloc of 
stock—for Atlas to control the company and it’s enough to give General Dynamics 
11 of the expanded board of 19 directors. 

Now, let us orant that under the 50 percent definition, as commented 
upon by the Federal Reserve Board, and as mentioned in the Robert- 
son bill, and in the new bill, in the case of a new corporation, assuming 
that either of those acts became law and a new corporation was organ- 
ized—can you conceive where a corporation would go out and willfully 
obtain 50 percent of the stock and put itself under the yoke of this 
law? Certainly not. The desire would be to keep within that limit, 
so as to evade the law. 

The Cuarrman. Well, is it not a fact that a holding company would 
vote their stock as a unit, whereas the other 50 percent, no doubt, 
would be owned by many, many people, or many stockholders. Any- 
body that owns 50 percent of stock in 1 bloc, in 1 unit, is going to 
control the corpors ation, generally mickinn 

Mr. Harprne. Through cumulative holdings, control can be had. 

We must emphatically say that we like the definition as it appears 
in S. 1118. 

There are a number of other points raised by Chairman Martin 
which I would like to comment on. 

The Cuatrman. Go ahead, you have plenty of time. We want to 
give everybody sufficient time to be heard. 

Mr. Harprne. Thank you. 
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On page 4 of his report, he says: 

We believe that such a definition of bank holding company would be ade- 
quate to cover all present holding companies which would need to be restricted. 

Need to be restricted? There is a question of that phrase that was 
used several times by the Board. I do not know which companies 
need to be restricted. Certainly, the finance company in Dallas did 
not need to be restricted until it got into the position where it con- 
trolled the banks. 

Nobody knows what companies are going to be organized, what 
promoter is voing to come along with gr: andiose ideas. The only 
way you could know which companies needed to be restricted would 
be to know w hich companies planned on expansion. 

The Crarmman. Well, we will go into this Federal Reserve bill a 
little later. Ido not know what prompted thei to write the bill and 
bring it up here. I did not ask them to do it, and we are going to 
check into what prompted their writing the bill and bringing it up 
here. It was a little bit unusual. I don’t mind saying that. It 
would be quite usual for them to offer amendments to existing bills, 
but to write a bill and bring it up here was a little unusual, and I do 
not mind telling you we are going to find out why they took that 
OSIt1ON. 

Mr. Harpine. They take the position that it would be desirable for 
the administering agency to have authority to exempt the definition 
after consideration of certain factors to be stated in the law itself— 
any — iny which may be determined not to be engaged in the busi- 
ness of holding bank stocks or managing or controlling bank stocks, 
to such an extent as to require the regulation in order to carry out 
the purpose of the law. 

Gentlemen, we feel that we do not want to give the Federal Reserve 
Board or any agency the power that is implied here, of e: xempting 
companies, without certain definite standards. They have the power, 
under the definition in the ¢ ape ‘hart bill to declare companies, even 
though they may not be owning any stock but do exercise in fact a 
controlling interest of two or more banks, a holding company. That 
has been contended by some as to indicate that that gave the adiminis- 
trative agencies discretionary power, but it has been the contention 
of the ee nndent Bankers Association all along that the matter of 
control is a fact that is ascertainable, and the bill does provide for 
hearings and court review of such determination. 

The provision in the Capehart bill that provides for the Comp- 
troller of the Currency and the State supervisors to approve the ac- 
quisition of the stock in the bank, representing the control, presum- 
ably, or leading to control eventually, or the assets of a bank, should 
rest with those agencies. 

The Comptroller of the Currency, under the law, granted the char- 
ter to that bank, investigated the community, the needs for the bank, 
investigated the people who were to run the bank, and he has super- 
vised the bank ever since. To take out of his hands and place control 
of that bank in an outside organization, tends to weaken and defeat 
the purposes that were set up in the law when they granted the ar 
tering privileges to those agencies, 

We believe, as testified by the American Bankers Association, the 
Comptroller and the State supervisors should have the authority to 
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reject an acquisition, but where an acquisition is approved by the Fed- 
eral Reserve, we can conceive where a holding company, seeking to 
acquire a national bank on one corner and the Comptroller turns it 
down, it then moves across the street and perhaps gets control of a 
State bank, and evades or circumvents the decision of the Comptroller 
in the first instance. 

Gentlemen, we would like to study the provisions of these various 
acts, and comment on them a little more in detail, and we do hope that 
the bill in anyway possible can be strengthened and made more effec- 
tive. But, we will vigorously oppose any amendment that seeks to 
weaken or spoil its purpose. 

Le me close again by saying e mphi itically it is our view, of the asso 
ciations that have studied this oe many years and the bankers of 
the country, in the ratio of 40 to 1, have indicated their approval of 
the provisions restricting sig ae embodied in the State law. 

In closing, I want to say, gentlemen, in a broad sense the question 
is not shall we have holding company legislation. The question, as we 
see it, is: Shall we here in America allow any group to evade those 
laws which we have set up for the purpose of providing our American 
people with a banking system designed to meet local needs, controlled 
and managed by local people, a system that has contributed greatly 
to the progress of the individual’s financial well-being and helped 
make America the great Nation it is today—to prevent a monopoly of 
money and credit through the fostering of gigantic aggregations of 
controlled banks. 

The Cuarrman. Are there any questions? Senator Payne? 

Senator Payne. No questions. 

The Cuairman. Well, I do not think I have any questions. I think 
your statement speaks for itself, and it certainly gives your position 
most clearly. 

Thank you very much, Mr. Harding. We appreciate your 
testimony. 

Mr. Harpinc. Thank you for your time, sir. 

The CHarrman. We will now have the hearings up to this point 
printed, so that everyone may have access to them. 

This committee must take up housing legislation on Monday. Most 
of the legislation we will take up would expire on June 30. After 
that, we are going to hold hearings on a rubber bill. As soon as we 
have completed hearings on the rubber bill, we will then take up again 
hearings in respect to this bill, and give those who may be opposed 
to the legislation, or who may want to offer amendments to it, a chance 
to testify. But, we will have the hearings printed up to this point, 
so that they will be available to everyone. 

We will recess now, at the call of the chairman, which will be after 
we have finished the hearings on the rubber bill at the end of this 
month. 

What date do we take up the rubber bill? 

The Crerkx. We hold hearings on the rubber bill on June 24, and 
we are scheduled for 3 days. 

The CHarrMANn. So, I think we will get back to this in the early 
part of July, possibly the first week. 
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We will leave the record open until next Tuesday. That is the first 
printed record. Until next Tuesday if any one cares to add any state- 
ments to this first volume that will be printed, he may do so. We will 
then hold hearings at the end of the month or the early part of July 
and, of course, the hearings at that time will likewise be printed. 

Has anyone anything to say before we recess? We have about 10 
minutes here before the law says we should quit. 

Has anyone any suggestions or criticisms? If not, forever hold 
your peace. 

(Whereupon, at 11:50 a. m., the hearings were recessed, to recon- 
vene at the call of the chairman.) 
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